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ABSTRACT  
This research is a diagnosis of the supply side of SME (small and medium 
enterprises) credit. Its objectives are to determine the current level of bank lending to 
SMEs to validate the financing gap, to explore the strategies and mechanisms 
employed by banks to provide tailor-made lending for SMEs and finally to conclude 
by identifying some of the key challenges the banks face in their quest to lend to 
SMEs. This, then, culminated in some recommendations for increasing bank funding 
to SMEs. 
This study employed a deductive qualitative research.. The research used a non-
probability, purposive/judgmental sampling method to choose the heads of bank 
SME units to include in the research. There are twelve banks with dedicated SME 
units, out of a total of 18.  The researcher carried out in-depth face to face interviews 
using semi-structured questions. The qualitative data was coded, deductively 
analysed and conclusions drawn and incorporated into a report. 
Banks’ most outstanding challenges in dealing with SMEs in terms of information 
asymmetry, an unsupportive business environment, poor quality of SME clients and 
inflexible regulatory requirements,  
Recommendations:  
a) Banks should improve their expertise in SME banking, including SME specific 
risk management and SME relationship management. 
b) Banking sector & business stakeholders should do more to improve access to 
or availability of information on SME business e.g. SME credit scoring. 
c) The Central Bank and the banks should continue to work together on 
implementing the Financial Inclusion Strategy.  
d) The Government of Zimbabwe should work more on achieving consistent 
policy, and generally improving the ease of doing business. 
e) Government should come up with alternative sources of funding for ‘green 
fields’ and start up SMEs.  
f) The Government should do more in terms of providing training for SMEs, and 
providing Business Development Services (BDS). 
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CHAPTER ONE 
INTRODUCTION TO THE STUDY 
1.1 INTRODUCTION 
This chapter provides the raison d’être for this treatise. It provides a background to 
the study, the research problem, questions, as well as the objectives of the research. 
This chapter, also, defines the scope and scale of the research. Finally, it briefly 
gives highlights of the body of literature that makes up the theoretical framework to 
this study and the outline of the methodology employed. 
1.2 RATIONALE TO THE STUDY 
Zimbabwean banks face many challenges in their quest to play a more significant 
role in extending credit to SMEs. Banks are primarily answerable to their depositors, 
regulators and shareholders, but also, in principle, banks are expected to meet the 
expectations of other stakeholders. These stakeholders include the government 
(who craft laws and policies), the corporate world (the consumers of banking 
services) and the general public. For example, the Reserve Bank of Zimbabwe 
(RBZ) expects banks to set and submit annual targets for lending to MSMEs to it as 
part of efforts to upscale bank finance to the sector.  
Banks count among the most important sources of credit for SMEs in their growth 
phase. This is particularly pertinent in less developed countries where other 
segments of the financial sector are still lagging behind. Traditional sources of 
financing for micro enterprises are usually inadequate for the SMEs’ requirements. 
On the other hand, the usual credit delivery channels for larger enterprises, like 
equity, are unpopular with SMEs mainly due to entrepreneurs’ failure to meet most of 
the listing requirements and fear of loss of control of the business.  
(Allen, Otchere & Senbet, 2011). In Zimbabwe, only 57% of MSMEs are financially 
included, that is, having either a savings or a cheque account with a bank (Finscope 
MSME Zimbabwe Survey, 2012). In addition, they are usually poor at record keeping 
making it difficult for banks to determine the credit worthiness of these prospective 
borrowers. 
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This treatise intends to facilitate a deeper understanding of where the challenges for 
bank financing to SMEs lie. This research provides a foundation for further efforts to 
try and bridge this gap, working from both ends – from the bankers’ and SMEs’ 
sides.  
1.3 THE RESEARCH PROBLEM  
Small and medium enterprises are an important sector in the Zimbabwean economy. 
By 2016, the terms ‘Restructured Economy’ or the ‘New Economy’ had become 
common lingua in the Zimbabwean Government and private sectors and refers to an 
economy dominated by SMEs and informality. A 2012 Finscope survey revealed that 
there were 2.8 million adult Zimbabweans, or 55% of the total economically active 
population, involved in MSMEs as either owners (71%) or as employees (29%). It 
was estimated that over US$5 billion was circulating in the MSME sector (Finscope 
MSME Zimbabwe Survey, 2012). The SMEs sector accounted for about 60% of the 
total employment and 50% of the GDP in 2015 (Zimbabwe National Budget 
Statement, 2016).  
Small and medium sized enterprises (SMEs) play a critical role in development 
through increasing competition, bringing new innovations, better response to 
evolving market needs and customer preferences, offering more specialized goods 
and services, better adaptation to products with shorter life cycles, creating new jobs 
and ultimately contributing to overall economic growth (World Bank, 2014; OECD 
Observer, 2000). In the context of Zimbabwean and other Sub-Saharan African 
countries, SMEs may also present one of the most feasible entry points for 
previously disadvantaged population groups into the economy.  
Small and medium sized enterprises, chief among other hindrances, lack adequate 
access to external financing. Banks prefer lending to big corporate clients and other 
established businesses. This leaves SMEs in ‘no man’s land’ so to speak, hence the 
problem of the ‘missing middle’ (Beck and Dermirguc-Kunt, 2006; Malhotra, M., et 
al., 2007; Honohan, and Beck, 2007). Global SME lending is estimated at $10 trillion 
(Ardic, Mylenko & Saltane, 2011, p7). There is an estimated MSME financing gap of 
US$2.1 – 2.6 trillion in developing countries (Stein, Ardic and Hommes, 2013). This 
translates to 200 – 245 million MSMEs that are either totally missing out on formal 
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credit or are underfunded. This in turn may hinder SMEs from realizing their full 
potential of employment creation and significantly contributing to overall economic 
growth. There is evidently a chasm between the SMEs on one side and the banks on 
the other; and in order to bridge this gap both sides have to be given a fair platform 
and voice. 
Various voices decry banks for ‘unjustifiably’ denying credit to the MSME sectors. 
Why would banks not want to lend to the SME sector? Are there any peculiar 
challenges that banks in Harare face in extending credit to SMEs? What can be 
done about it?     
1.4 RESEARCH AIM AND OBJECTIVES 
The research aims to explore ways to improve bank financing to SMEs. 
The objectives of the study are: 
a) To determine how significant SME financing is to the Zimbabwean banks 
b) To establish what strategies and lending technologies (product and service 
range) are available and pursued by Zimbabwean banks to lend to SMEs 
c) To find out what are the main barriers banks face in trying to extend credit to 
the SMEs in Zimbabwe. 
1.5 RESEARCH QUESTIONS 
a) What is the level of SME financing by banks in Zimbabwe? 
b) What are the lending strategies and technologies pursued by the banks to 
meet the needs of the SMEs in Harare? 
c) What are the challenges/barriers faced by the banks in extending credit to the 
Small and Medium sized Enterprises (SMEs) in Harare? 
1.6 SCOPE AND SCALE OF RESEARCH 
The focus of this research treatise is on bank financing for small and medium sized 
enterprises only, that is, it excludes micro-enterprises for the reasons stated below.  
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The research focused on banks’ credit offerings for small and medium sized 
enterprises in Harare, Zimbabwe. Due to the sensitivity of the banking sector and 
proprietary nature of the information, the research could not attribute specific 
comments or findings to particular banks and/or interviewees. However a list of 
banking institutions interviewed is provided as an appendix for research credibility 
purposes. 
1.7 STRUCTURE OF THE STUDY 
Chapter one – Introduction   
Chapter two – Literature review 
Chapter three – Research Methodology 
Chapter four – Findings and interpretation of data  
Chapter five – Conclusions and recommendations  
1.8 SUMMARY  
Chapter one provided the introduction and rationale or background for this research. 
It also identified the research problem, its theoretic framework, and how the research 
was carried out. In chapter two the literature governing banks’ challenges in 
financing SMEs is considered in more detail. 
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CHAPTER TWO 
LITERATURE REVIEW 
2.1 INTRODUCTION  
Chapter one provided an introduction to the study and offered the outline of the 
research process. Chapter Two interrogates what available literature says on the 
challenges faced by banks in financing SMEs. The literature will look at the definition 
of terms and concepts, bank SME financing theories and experiences of banks in 
SME financing. 
2.2 DEFINITIONS OF CONCEPTS AND TERMS 
2.2.1 Small and Medium sized Enterprises (SMEs) 
There is no standard definition of SMEs. Definitions vary across different 
geographies and within some localities as well as across different sectors of the 
economy. Banks like Barclays Zimbabwe, Stanbic Zimbabwe, Central Africa Building 
Society (CABS) and Standard Chartered Bank define SMEs according to total 
annual turnover, although a few other banks also use the total assets as a criterion. 
The Government of Zimbabwe define SMEs in terms of number of employees and 
annual turnover (Government of Zimbabwe SMEs Act 2011). Organisation for 
Economic Cooperation & Development (OECD 2013)  define small enterprises as 
enterprises with a turnover of up to US$5.5 million, while developing countries peg 
them at US$4 million. According to developed countries’ banks, medium sized 
enterprises have a turnover of up to US$28 million, while in developing countries 
they are up to US$14.5 million.  
There are variations across regions when attempting to define SMEs according to 
the number of employees. There are fewer variations in definitions for micro and 
small enterprises, when compared to medium sized enterprises. Zimbabwe, 
Tanzania, Rwanda and South Africa cap medium sized enterprises at anything 
between 75 and 100 employees, while the rest of the world goes as far as 250 
employees (Government of Zimbabwe SME Act. 2011; OECD, 2007 and IFC, 2013).  
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2.2.2 Lending Infrastructure 
The lending infrastructure is defined as the information environment, the legal, 
judicial and bankruptcy environment, the tax and regulatory environment, and the 
social environment (Thampy, 2010). The lending infrastructure will either facilitate or 
constrain lending in a given country (Berger and Udell, 2006). For example, foreign 
banks are likely to lend more to SMEs where creditor protection laws are strong. 
Government policy has a huge bearing on how the lending infrastructure panes out 
within countries (Haselmann and Wachte, 2007, cited in Thampy, 2010).  
2.2.3 Financial Institutional Structure 
The financial institutional structure refers to the presence of and competition among 
different types of financial institutions within the economy (Berger and Udell, 2006). 
More banks, in the absence of other over-riding factors, results in greater 
competition, more credit funding for business, wider array of financial products and 
services and at favourable terms for both large and small enterprises.  
However, for developing countries the presence of many banks, including foreign 
banks and competition may work against lending to SMEs. Fewer banks have time 
to invest in relationship building to obtain the ‘soft’ information necessary to 
circumvent the opaqueness of SMEs. Foreign banks are risk averse and are more 
likely to take an exclusive, rather than an inclusive approach to business, favouring 
more stable Trans-National Corporations (TNCs) and large corporations. They are 
not likely to lend to SMEs and informal businesses (EPW Research Foundation, 
2006).  
The above assertion holds true in the current Zimbabwean context. There is not 
much relationship building between banks and SMEs. The banks’ emphasis is on 
their high net worth clients. Banks’ SME units seem to deal with SME clients at an 
arm’s length. However, consideration should be given to the fact that in the present 
era (since 2000) these SME units are relatively new and are still establishing 
themselves. Further, due to Zimbabwe’s difficult economic environment, including 
liquidity challenges, (covered in more detail below) SME deposits with the banks 
have been very low. This in turn hampers the development of relationships between 
banks and SMEs.  
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A cursory look at Zimbabwean banks’ SME strategies shows that, big banks prefer to 
lend to big corporations. Where they lend to SMEs they prefer value chain lending 
where they extend credit mainly to their big corporate client’s vendors. Then they can 
assess the big client’s cash flows and ‘ring fence’ what is due to the client SME. In 
reality the bank’s client is the big corporate and it is they who are the focus of the 
banks’ relationship building. The SMEs are only an appendage.  
2.2.4 Lending Technology 
This is the domain of the bank. This is the ‘unique combination of primary information 
source, screening and underwriting policies or procedures, loan contract structure, 
and monitoring strategies or mechanisms’ (Berger and Udell, 2006). Lending 
technology can be greatly influenced by the lending infrastructure. The availability of 
hard information, that is, quantitative data like financial statements, SME credit 
scores, lends itself towards transactional lending. This usually works very well with 
large, established businesses.  
But where hard information is scarce, ‘soft’ qualitative information can be used to 
support relationship lending. ‘Soft’ information includes business’ marketing 
strategies, staff turnover/retention, staff development, tenacity and efforts. Either 
way, anything that reduces information asymmetry encourages lending to otherwise 
opaque SMEs. For example, the existence of credit information bureaus and credit 
rating/scoring agencies, can lead to more funding to SMEs (Reserve Bank of 
Zimbabwe Monetary Policy Statement, 2016, p47).  
Most traditional banks’ lending technologies are geared towards established, large 
corporations. Indian banks’ organizational structures and their processes have an 
inherent bias against SMEs (Morris, et al, 2001, in Thampy, 2010, p3). They strongly 
lean towards hard data. The same is true for the Zimbabwean banks, coupled with 
requirements from the Central Bank, banks require statements of accounts, creditors 
and debtors analyses, at least 1 year cash forecasts etc, even from SMEs. The 
SMEs might not have the capacity to satisfy all these requirements. Banks stand 
accused of being inflexible in their lending and monitoring or collection of loans 
(SMEAZ, 2016). 
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2.3 BANK SME FINANCING THEORIES 
2.3.1 SMEs and Economic Development 
‘SMEs are the emerging private sector in poor countries’ and hence provide the 
seedbed for private sector led economic growth (Hallberg, 2001, in Agyapong, 
2010). There are contentions, for example by Beck, Demerguc-Kunt, and Levine, 
(2003), on whether there is adequate empirical evidence to unequivocally prove 
SMEs’ contribution to economic development ahead of larger firms. However, there 
is still an empirically established positive correlation between SMEs and economic 
growth (Beck et al., 2005). Further, in contexts where more than fifty percent of the 
economic activity is carried out by SMEs, any changes in some aspect of this sector 
have significant implications on the overall economy, whether positive or negative.  
2.3.2 SME Financing ‘Pecking Order’ 
Enterprises finance their investments and growth using a combination of internal and 
external finance. Internal sources are mainly retained earnings. External sources 
include new equity issues, bank loans or funds raised through issuing debt 
instruments like bonds, and fresh injections from venture capitalists. The common 
SMEs’ pecking order is firstly internal financing, and should there be need for 
externally sourced finance, debt is preferred ahead of equity. Evidently, the major 
overriding factor is the desire to retain control over the enterprise Ou & Haynes, 
2006, in Gichuki, Njeku & Tirimba, 2014). 
2.3.3 The Role of Financial Sector in Enterprise Development 
For most African countries where the stock markets are relatively under-developed 
or non-existent the banks become the main, if not the sole, source of finance for 
business (Allen, Otchere & Senbet, 2011). Small and medium sized enterprises 
(SMEs) usually fail to meet the stock market entry requirements and hence are 
mainly dependent on bank financing for their operations and growth.  
Banks and the securities markets play a complementary role in providing finance to 
business. The securities market provides capital to businesses with a higher risk 
profile, which require huge sums of money and provide the investor with options to 
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exit the market as and when they want. This is ideal for funding, for example, 
emerging high technologically evolving companies, where there are opportunities for 
striking it rich, as well as risks of redundancy, and where there is no clear consensus 
on how the business should be run (Duisenberg, 2001).  
On the other hand banks, by virtue of being financial intermediaries, and with the 
advent of relationship banking, can handle transactions where otherwise there would 
be information asymmetry (Duisenberg, 2001). Banks maintain close relationships 
with their clients prior to, and during, the tenure of the loan, gleaning soft information. 
Banks, in general, have developed expertise to distinguish between a bad and a 
good borrower. They can handle the challenge of moral hazard (normally created by 
information asymmetry) and adverse selection better than other players. 
Overall, the role of financial system is to ensure: 
a) Continuous and efficient monitoring of the use of capital allocated by the 
financial sector 
b) Maintaining an appropriate balance between the rights of creditors and 
debtors, that is, ensuring entrepreneurship is not stifled and banks remain 
willing to lend.  
However, in reality the financial sector is constrained by information asymmetry and 
the fixed costs of providing credit. The two are closely related. It is not possible to 
have exhaustive information about each client’s credit standing, neither is it possible 
to monitor how a loan client conducts him/herself, including whether the loan will be 
used for its intended purposes.  
A good percentage of SMEs tend to be opaque and hence viewed less favourably in 
allocating credit. Further, the average costs of offering credit do not rise 
proportionately as the loan size increases. This makes it more profitable to issue 
fewer and larger loans than doing the opposite. This usually results in banks 
channelling more funds towards larger corporations and ignoring smaller enterprises. 
Joseph Stiglitz termed this phenomenon ‘credit rationing’. 
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2.3.4 Bank Lending and Firm Size 
Firstly, external financing needs for micro-enterprises differ significantly from those of 
small and medium sized enterprises. Microenterprises have some access to finance 
through microfinance, personal loans and money lenders which are more limited for 
the SMEs (larger than microenterprises) (Beck and Demirguc-Kunt, 2006). On the 
other hand large enterprises access credit from the large traditional credit suppliers 
like banks, stock markets, issuing bonds etc. The demand for finance is greater for 
SMEs than that supplied by personal savings, borrowings from family and friends or 
micro-lenders.  
Secondly, microenterprises also include survivalist enterprises, the majority of which 
have no plans to grow, but only serve as a barricade to avoid households slumping 
further into poverty. In a 2012 survey carried out in Zimbabwe, twenty three percent 
(23%) of the micro entrepreneurs stated that if they could find some kind of formal 
job they would abandon their enterprises (FinScope MSME Survey Zimbabwe, 
2012). 
Thirdly, medium and small sized enterprises have greater scope to expand, grow, 
increase profits and create more employment (Beck and Demirguc-Kunt, 2006). This 
makes them a better target for investing for employment creation and economic 
growth. 
In comparing developed and developing countries, Beck at al. (2008) argue that 
there is little difference in the size and type of loan across firms’ sizes. Rather, banks 
in developed countries generally face stiffer competition hence they offer softer rates 
than banks in developing ones who face higher macro-economic risks. In developing 
countries, the credit history is an important determinant of successful application for 
credit. That is, once one accesses credit for the first time and pays back well, there 
are good chances of successive loans. 
2.3.5 SMEs Economic Contribution versus Access to Bank Credit  
In both developed and developing countries, SMEs are more severely impeded from 
realizing their full potential by constrained access to credit, than are their larger 
counterparts (Beck, Demirguc-Kunt and Peria, 2008). A number of surveys and 
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studies have been carried out around SMEs’ access to credit. A lot of focus is on the 
demand side, that is, SMEs’ perceptions on access to credit. There has been 
comparatively much less focus on the supply side (Fuchs et al., 2011 and Malhotra 
et al., 2007).  
Small and medium sized enterprises (SMEs) are constrained from growing and 
contributing more to economic growth by limited access to external financing (Beck 
and Dermirguc-Kunt, 2006). This might actually be the reason why there is an 
observed weak causal relationship between SMEs and economic growth. They 
further argue that small and medium sized enterprises are financially more 
constrained than large firms and are less likely to have access to formal finance.  
Even where there is little discrepancy (10%) in access to bank credit between 
smaller and large firms, the smaller firms’ financing obstacles have almost twice the 
effect on annual growth than large firms’ (Beck, Demirguc-Kunt, Laeven & 
Maksimovic, 2006, as cited in Beck et al., 2008). When the business environment, 
especially the legal, information and financial systems, improve it is the smaller firms 
that benefit the most (Beck et al., 2008).  
2.3.6 Lending Infrastructure, Financial Institutional Structure, Lending 
Technology & Bank lending to SMEs 
There is a need to look at the lending infrastructure and financial institutional 
structure to uncover other avenues for external credit for both ‘opaque and 
transparent credit worthy small and medium sized enterprises (SMEs)’ (Berger and 
Udell, 2006). A combination of the lending infrastructure and financial institution 
structure determines which lending technologies are legally feasible and profitable 
for financial institutions to employ.  
Financial and legal institutions play an important role in dismantling the access to 
credit constraints (Beck and Dermirguc-Kunt, 2006). Beyond the traditional financial 
statement-based lending, some other innovative financing mechanisms worth 
considering are factoring, leasing, SME credit scoring, asset based lending, fixed 
asset based lending, all based on ‘hard’ information, and relationship lending and 
trade credit, based on ‘soft’ information (Berger and Udell, 2006). 
12 
The entry of foreign banks increases access to bank credit by SMEs since they are 
more likely to introduce new lending technologies (De Haas and Naaborg, 2005), 
and competition among banks that makes more credit available to SMEs and at 
competitive rates (Heffernan, 2006 and Voordecker 2006).  
2.4 BANKS’ SME FINANCING EXPERIENCES 
This section takes a look at what literature says about bank credit for SMEs across 
different geographies. Firstly, this chapter provides highlights at a global level, then 
the BRICS, Sub Saharan Africa (SSA), and, lastly, Zimbabwe. Within these sections, 
the research zooms in to provide highlights of certain specific select countries based 
on the availability of literature. The discussions focus on the key research questions 
namely, the level of banks’ SME financing, the mechanisms employed (products and 
services) and the challenges banks face in financing SMEs. 
2.4.1 Global Perspective 
Both in developing and developed countries, small and medium enterprises (SMEs) 
have less access to external financing. This is mainly due to the banks’ and other 
traditional financiers’ risk aversion). Size, age and ownership are the most reliable 
predictors of a firm’s access to external financing. Older, larger and foreign owned 
firms report fewer constraints to accessing external finances (Beck, at al., 2006: 
2936). 
It is argued that there is little difference in bank loan terms across different sizes of 
business but rather, differences exist between developed and developing countries. 
In developed countries there is competition for clients among banks. They have well 
developed financial markets; hence credit is cheaper and more accessible across all 
sizes of firms. Developed countries’ banks, due to the depth of their market, naturally 
offer a broader menu of financing services and products. For developing countries, 
the biggest challenge for banks to lend across the entire business spectrum is the 
macro-economic environment (Beck, Demirguc-Kunt and Peria, 2008). The 
countries’ broader economic fundamentals are usually weak. At times the states 
themselves are often unstable, and security is a major factor.  
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In developed and developing countries and across different countries, generally, 
small and medium sized enterprises are defined differently. This results in SME data 
that is difficult to compare. Table 3.1 below illustrates the variations for SMEs when 
defined in terms of the number of employees: 
Table 2.1: Global Definitions of SME  
Size Zimbabwe Tanzania South Africa OECD 
Micro 0 – 5 1 – 5 1 – 5 1 – 9 
Small 6 – 40 5 – 49 6 – 100 10 – 50 
Medium 40 – 75 50 – 99 101 – 200 50 – 250  
Large 76+ 100+ 201+ 250+ 
Source: Government of Zimbabwe SME Act. 2011OECD, 2007 and IFC, 
2013 
Financial institutions tend to define SMEs in terms of annual turnover, although there 
are some who also include the assets (size of balance sheet). These classifications, 
using turnover or size of the balance sheet, also vary from country to country and 
between developed and developing countries.  
This difference in definitions is not statistically significant in explaining differences in 
SME lending volumes.On average, formal SME credit accounts for 13% of GDP in 
developed countries and 3% in developing countries (Ardic, et al, 2011, p2). Ardic, et 
al, (2011) recommend that attempts should be made to at least bring convergence in 
the definitions of SMEs within countries. This is a recommendation which Zimbabwe 
would do well to take to heart. There are currently wide discrepancies in the way 
Government and its agencies, on the one hand, and the banks on the other, define 
SMEs. This issue will be discussed further under Zimbabwe’s SME financing 
experience in this chapter.  
There is a larger but stagnant SME sector in the developing countries as opposed to 
the developed countries. Most of this is due to the poor business environment, and 
evidence suggests that access to finance plays an important role, constraining both 
entry and growth of firms (Beck, and Demirguc-Kunt, 2006). 
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2.4.2 SME Financing in OECD Countries 
In OECD countries, smaller firms tend to enjoy greater access to a wider variety of 
financing mechanisms. This is due to their having more developed financial systems 
than their counterparts in developing countries (Hague, Hague and Breitbach, 2011). 
They are more involved in partnerships, franchises or networks of firms, for example, 
agricultural out-grower schemes, contract manufacturers of parts in a value chain, 
like the motor vehicle industry in Japan. This assures them of a market through off-
takers of their products or services, and funding. This can be either from the larger 
corporations leading the value chain or through credit suppliers who can ring-fence 
the cash flows through the value chain and hence are assured of successful debt 
repayment (Japan Finance Corporation for Small and Medium Enterprise (JASME), 
2008).  
The bulk of businesses (90 – 99%) are small and medium scale enterprises (SMEs) 
and this is reflected in Figure 2.1 below.  
 
Source: Organisation for Economic Cooperation and Development 
(OECD), 2016 
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Figure 2.1: OECD Share of SMEs in Business Firms 
SME Financing in Japan 
Japan uses a multi-layered approach to ensure adequate financing for SMEs. The 
sector accounts for 99% of all business and 71% of the total workforce. Interventions 
are at the level of ‘financing’ that is, provision of SME loans, ‘credit supplementation’ 
which are services to bridge the gap between credit suppliers and SMEs, and 
‘enhancement of capital’ which offers advisory services to SMEs (Japan Finance 
Corporation for Small and Medium Enterprise (JASME), 2006, 2008). 
The sector is made up of government and private entities which provide banking 
services at national and regional levels. There are also insurance companies and 
credit guarantee authorities and advisory services. This way SMEs benefit from a 
bouquet of financial products and services like corporate revitalization loans, new 
business development loans among others, and consulting services. 
In Zimbabwe, there is major rhetoric emphasising SME financing, and less on ‘credit 
supplementation’ like guarantees and SME credit scoring (Reserve Bank of 
Zimbabwe, 2016, 2017. There is an equal dearth of ‘capital enhancement’ through 
advisory or business development services. 
SME Financing in USA 
In 2013, there were US$288.7 billion loans made out to SMEs, with US Government 
agents contributing US$35.8 billion. In USA, financing is the single most important 
determinant of small and medium enterprises growth. As observed elsewhere, as 
financing and general business environment deteriorates, SMEs are hurt the most. 
For example, in 2015 when Basel III was introduced reducing the funding available 
for lending, there were disproportionate reductions in SME allocations.  
For banks, SMEs present the greatest challenge - they experience higher volatility in 
earnings and growth, and have limited staff capacity to run their enterprises. Big 
banks particularly find it difficult to cultivate lasting business relations with SME 
clients, therefore banks are forced to levy higher transaction charges for SMEs. 
However, SMEs are more reliant on bank financing than larger corporations, due to 
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the fact that other forms of financing like bonds and equity are inappropriate. It is 
also noted that the market is responding with other innovative alternatives to bank 
financing, for example, online funding, crowd funding, angel investors and supply 
chain financing (Grover and Suominen, 2014). 
2.4.3 SME Financing in the BRICS 
BRICS comprises of Brazil, Russia, India, China and South Africa  
SME Financing in India 
SMEs are an integral part of India’s economy. While the Indian economy grew by 
over 6% between 2002 and 2008, SMEs grew by over 11%. However, despite their 
stellar performance, SMEs still face huge challenges in accessing bank financing. 
Banks argue that (a) SMEs suffer from low profitability, (b) have low capitalization 
and hence high risk, (c) are more likely to have insufficient assets to sustain their 
own operations, and (iv) incur higher mortality rates. This makes it difficult for banks 
to build strong business relations with SMEs.  
The majority of Indian SMEs are family businesses and only 30% managed to 
smoothly pass on from the first generation to the second. This presents a unique risk 
for banks intending to lend to SMEs – they have to be good at soft information 
gathering. On the contrary the traditional bank organisational structures and internal 
processes are geared for bias against the SME loan portfolio. Banks’ past 
performance with SMEs is not encouraging – they resulted in increased bank non-
performing assets (NPA) and banks are cautious about engaging them.  
However, India has evidently taken considerable steps to improve their lending 
infrastructure. Lending technology has improved resulting in increased bank lending 
to SMEs between 1995 and 2004 (Ghosh, 2006, cited in Thampy, 2010). Firstly, it 
liberalised its banking sector. India strengthened its creditor protection through the 
‘Securitization and Reconstruction of Financial Assets and Enforcement of Security 
Interests (SARFAESI) Act of 2002. This was followed by the Bankruptcy Law of 
2003. Under these laws secured creditors can enforce the foreclosure of defaulters 
without going to court.  
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There are more developments that have improved India’s environment for bank SME 
lending. There is the Credit Information Bureau of India Limited (CIBIL), a private – 
public partnership involving two private credit rating companies and an equal number 
of government agencies. Further, Dunn and Bradstreet, the Small Industry 
Development Bank of India (SIDBI) and 10 other banks joined forces to establish the 
SME Rating Agency of India Limited (SMERA), which exclusively provides ratings for 
SMEs. This has certainly led to more funding going to SMEs, over the years. 
India has placed a renewed emphasis on judiciously screening credit applicants but 
also equally to applying oneself to diligent follow up or monitoring of credit. 
Monitoring, which is part of the lending technology that looks at : 
(a) Client’s marketing efforts, for example, participation in industry relevant trade 
fairs, 
 (b) Quality of products, including the existence of quality feedback loops, existence 
of after-sales services, records of ‘rejections’ and how they compare to industry 
averages,  
(c) Quality of plant and equipment, especially delinquency and quality of suppliers, 
(d) staff development, and  
(e) Pricing of products, competitiveness, and market share compared to its industry 
peers.  
An appraisal can be done once but monitoring should be done regularly to guard 
against diversion of borrowed funds and business cash flow leakages. Close follow 
up would also give banks an opportunity to stress-test borrowers and quickly offer 
support before problems get out of hand, including, if necessary, timely and 
adequately, restructuring the loan facility (Thampy, 2010). 
SME Financing in China 
Chinese SMEs access loans equivalent to 0.5% of that received by large 
corporations (Duan, Han, and Yang, 2009; Ping, 2013). Banks have to grapple with 
high levels of informality, opaqueness and higher mortality rates and hence exercise 
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great restraint in extending credit to SMEs. There is increased risk in extending 
credit to SMEs hence banks demand higher security.  
The SMEs are usually crowded out by state enterprises for government funding and 
it is difficult for them to access private credit, since government views this with 
suspicion (Duan, Han, and Yang, 2009; Ping, 2013). Credit guarantee agencies are 
weak, prone to political influence and have complicated requirements resulting in low 
utilization. The slow, bureaucratic processes of Chinese banks usually fail to match 
SMEs’ financial requirements. For example, SMEs might want small urgent financing 
to exploit time sensitive opportunities in the market (Duan, Han, and Yang, 2009; 
Ping, 2013). 
SME Financing in South Africa 
South Africa’s financial sector performance in financing medium and large 
enterprises is generally considered satisfactory (Fuchs, et al., 2011). The difficulty is 
when considering micro and small enterprises, which are predominantly informal. 
Commercial banks still dominate lending to SMEs, with government chipping in at 
2.5% (2011 figures). South African banks argue that when it comes to this group of 
clientele there are ‘too few opportunities of acceptable quality and there are many 
obstacles’ (Fuchs, et al., 2011, p11). 
Some of the barriers faced by banks are: 
(a) SMEs are generally more vulnerable and susceptible to economic hazards, 
for example, face reduced demand of their goods and services after the 
bubble of South Africa’s consumer led economic growth burst. 
(b) Information asymmetry – most South African SMEs are opaque. 
(c) Limited coverage of SMEs by credit bureaus. 
(d) High unit costs per transaction. 
(e) Difficulty of achieving economies of scale and standardising products and 
procedures. In extending credit to small and informal businesses, there are 
very few similar funding business cases. 
(f) Cumbersome judicial process to recover debt, coupled with low caps in the 
Small Claims Court. 
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2.4.4 Banks’ SME Financing within Sub Saharan Africa (SSA) 
Sub-Sahara Africa lags behind other regions of the world in terms of SME financing. 
According to Calice, Chando & Sekioua, (2012), only 20% of SMEs in Sub-Saharan 
Africa have access to formal financing. This compares dismally with, for example, 
44% for Latin America and the Caribbean. A comparison of different World Bank and 
IFC reports and SME policies across Sub-Saharan Africa show very insignificant 
variations in terms of access to finance for SMEs (World Bank Doing Business 
Reports (Various), Calice, et al., 2012 and Fjose, Grunfeld, & Green, 2010). The 
Sub-Saharan Africa banking sector is dominated by large state banks and a few 
large, at times foreign, banks. Due to the unstable macroeconomic environment 
there is a preference for government treasury bills over lending to the private sector 
(Allen, et al., 2011).  
Africa has many informal, very small and micro-enterprises existing alongside large 
firms and a thin band of SMEs. Legal and financial obstacles to accumulation of 
capital are the major reason for the ‘missing middle’. African SMEs are hindered 
from growing by (a) small local markets for their goods and services as the majority 
do not export, (b) undeveloped regional integration, (c) very difficult conditions for 
doing business, for example, cumbersome official procedures and compliance 
requirements, poor infrastructure, dubious legal systems, inadequate financial 
systems, and retrogressive tax regimes (Fjose et al., 2010). 
As a result many African SMEs stay small and informal, using simple technology, 
stay unregistered, avoid state obligations and may not have proper business 
premises from which to operate. On the other hand, large firms use their muscle and 
network to negotiate favourable terms, side-step legal and financial barriers and can 
develop their own infrastructure where there are gaps. Large firms depend less on 
the local economy; they can access foreign finance, technology and markets (Hague 
et al., 2011). 
Banks struggle to serve SMEs because:  
(a) they have a track record of high defaults,  
(b) there are poor guarantee facilities in Africa,  
20 
(c) banks lack information on the SMs’ ability to repay the loans,  
(d) the financial infrastructure is restrictive and does not give enough room for banks 
to develop an array of financial products and services to adequately meet the needs 
of SMEs (although this is now improving in some countries). 
SME Financing in Tanzania 
Tanzania’s SMEs face the same multitude of challenges faced by other SMEs the 
world over. However, what makes their situation dire is the lack of interventions like 
credit guarantees. Further, the geographic spread versus the proximity of bank 
services makes it even more difficult to serve SMEs. Banks also, generally, lack 
experience and expertise of serving SMEs, underlined by lack of dedicated SME 
units in the majority of banks (Ministry of Industry & Trade – Tanzania, 2003). 
SME Financing in Rwanda 
In Rwanda it was reported that by 2013, 25% of the SMEs were using bank loans. 
Thirty-eight percent (38%) of the SMEs indicated that access to bank loans was their 
biggest hindrance. The following were singled as the most outstanding challenges in 
banks financing SMEs:  
a) Informality, since there is no legal entity to sue or be sued,  
b) Banks face higher per unit costs of loan processing and tracking,  
c) There are high fluctuations in return on investment and high failure rates,  
d) SMEs suffer management capacity and low utilization of business 
development services  
e) Opaqueness, that is, lack of or incomplete information about the 
operations of the SME, and  
f) SMEs’ failure to access other financing modalities like the stock market, 
resulting in over reliance and high demands for bank loans (African 
Development Bank Group, 2013).  
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2.4.5 Zimbabwean Banks’ SME Financing Experience: 
2.4.5.1 Historical Perspective: 
Zimbabwe gained independence and majority rule in 1980. The country immediately 
embarked on a mission of transforming into a socio-economically inclusive society. 
Employing locally and internationally mobilized resources, the government offered 
programmes like ‘Health for All’, ‘Universal Primary Education’, among other catch-
up interventions for previously excluded black Zimbabweans.  
The ever increasing population and demand for social services could soon outstrip 
the growth in the economy, inevitably resulting in a need for some structural 
adjustments. A series of internationally prescribed and home-grown economic 
policies were adopted with little success in resuscitating the economy.  
As the economy continued on a nose dive, so did the social services and the general 
standards of living. Growing public discontent led to the birth of a restless population 
and stronger political opposition. The government responded with more populist 
policies and clamped down on any dissenting voices. This invited the wrath of the 
international community who slapped targeted sanctions against the country 
In 2008, at the zenith of the economic precipice, Zimbabwe had 231 million percent 
inflation (Council of Zimbabwe Industries (CZI), 2009). Supermarket shelves were 
virtually empty and the industry operated at below 10% capacity. The same year an 
inconclusive electoral process resulted in a negotiated outcome – the Global Political 
Agreement (GPA) and its progeny, the Government of National Unity (GNU). Almost 
concurrently, the government introduced a multi-currency system.  
What followed was a period of marked economic stability, improvements in 
availability of goods in the shops and social services like health and education. 
Improvements in social services were mainly thanks to support from the international 
community. However, notably, most improvements were not at a structural level. 
Improvements in agriculture and manufacturing were modest, but the sectors 
remained fragile.   
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During the GNU period, the Zanu PF party managed to reorganize and regain lost 
ground, winning the 2013 plebiscite resoundingly. However, since then, the economy 
has continued to trade in troubled waters. As of December 2015, unemployment was 
estimated at over 80%, inflation/deflation at -2,7% (Government of Zimbabwe, 2016), 
industrial capacity utilization at 34,3% (Council of Zimbabwe Industries, CZI, 2016), 
external debt arrears at US$1.1billion. As at 2016, the budget deficit was $628 
million by midyear, against an annual target of $150 million (Government of 
Zimbabwe, 2016). 
2.4.5.2 Economic Developments 
Zimbabwe’s overall economic developments are closely tied up with developments in 
its financial sector, consistent with relevant economic theories. From 1982 to 1990 
the Transitional National Development Plan (1982 – 1985) and the First Five Years 
National Development Plan (1985 – 1990) guided Zimbabwean economic policy. 
There was overt financial repression (Chigumira and Makochekanwa, 2016).  
Government controlled interest rates, prescribed asset ratios for banks and allocated 
foreign exchange to corporate bodies and individuals. The Government relied on 
historical requirements and, where necessary, did its own assessments of current 
needs. By extension, Government played a strong deciding factor on who could get 
bank credit and who couldn’t. For example, the banks would follow the cue of who 
has been allocated foreign currency to decide who has a sound business and hence 
is a good potential borrower. State enterprises received preferential interest rates 
when borrowing. The Government used moral persuasion to encourage lending to 
the agricultural sector. The system ensured government directed credit to the priority 
sectors (Chigumira and Makochekanwa, 2016)..  
The conclusion of the ‘80s ushered in the economic reform period (1991 – 1999). In 
the spirit of neo-liberal economics, the IMF prescribed Economic Structural 
Adjustment Programme (ESAP) (1990 – 1995) aimed at liberalising the Zimbabwean 
economy. Financial liberalisation was expected to lead to higher interest rates, 
increased savings, financial deepening or increase in financial mediation, more 
efficient allocation of resources and ultimately increased investment and, 
concomitantly, economic growth.  
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The ESAP opened up the financial sector and encouraged competition; new banks, 
including indigenous, were licensed. Banks were permitted to offer a wider array of 
products and services as long as they met relevant regulatory requirements. Private 
players were allowed to trade in foreign exchange. The trade and the capital 
accounts were liberalised; opening up local companies to international competition 
and opportunities.  
The outcome was not as impressive as anticipated. The macroeconomic 
environment was not stable, and the regulatory authorities did not have the requisite 
capacities to oversee increased numbers of players and activities in the banking 
sector (Chigumira and Makochekanwa, 2016). The recommended sequencing of 
liberalisation is as follows: stabilise the macroeconomic environment, liberalise 
international trade, strengthen the regulatory and supervisory framework, decontrol 
interest rates, eliminate credit control, remove barriers to competition, and liberalise 
the capital account (Mugano, 2015). These steps were not followed in the 
Zimbabwean case.  
Lending rates shot through the ceiling, making it expensive to borrow. Default rates 
and non-performing loans (NPLs) were very high. Banks shifted from lending long 
term, to short-term lending. This meant companies spent less on investments and 
more on recurrent expenditure. The result was that there was not much capital 
accumulation. Plants and equipment were not replaced as they wore out, resulting in 
low productivity and less competitiveness (Chigumira and Makochekanwa, 2016). 
High business failure resulted in banks carrying huge non-performing loans (NPLs) 
and general fragility in the banking sector. Totally new indigenous banks were 
licensed, for example United Merchant Bank. The Government took over some 
existing banks like the Rhodbank (a subsidiary of the South African Netherlands 
Bank (Nedbank)) and rebranded it as the Zimbabwe Banking Corporation (ZimBank), 
which subsequently changed to Zimbabwe Bank (ZB). The Government also took 
over the Bank for Credit and Commerce of Zimbabwe (BCCZ) when its international 
holding company Bank for Credit and Commerce International (BCCI) folded. The 
Government converted this to the Commercial Bank of Zimbabwe (CBZ) which went 
on to become one of the country’s market leaders, and was also listed on the 
Zimbabwe Stock Exchange (ZSE) (Zimbabwe Stock Exchange, 2016). 
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The Central Bank and the Government reacted to the challenges in the banking 
sector through instituting the Zimbabwe Depositors Protection Scheme (DPC), a 
depositor insurance scheme. This posed a moral hazard since the creditors, in this 
case Government and depositors, who had no full information on the activities of the 
bank (Chigumira and Makochekanwa, 2016). The latter tended to take more risks, 
emboldened by the presence of the depositor protection scheme. Some banks would 
unilaterally benefit from huge pay outs when high risk - high return deals succeeded, 
while the creditors alone bore the brunt of failed deals.  
Banks on the other hand reacted to the unfolding scenario of high NPLs by reverting 
to their traditional conservative lending mode. They went back to lending that was 
based more on collateral than the viability of the business. This was particularly 
hurtful for SMEs, which did not have much in terms of assets to pledge as collateral.  
The cost to banks of loan investigation and administration do not vary per loan unit 
size. All loans, whether big or small, have to go through the same investigation 
process and incur the same administration costs. Zimbabwean banks reverted to 
taking collateral as a way of providing extra cover against the perceived risks. The 
SMEs usually, due to their thin balance sheets, cannot provide adequate collateral. 
As a result more loans go to larger businesses. Banks usually collude and once an 
SME is turned down by one bank there are less chances of being successful with 
any other bank (Chigumira & Makochekanwa, 2016).  
However, despite its short comings, the ESAP resulted in revolutionary changes in 
the financial sector as well as in the whole economic configuration. While there were 
only four commercial banks and four merchant banks in 1980, all of which were 
foreign owned, today the picture is profoundly different. By the end of 2015 there 
were 13 commercial banks, 4 building societies, 1 merchant bank (under judiciary 
management) and a post office savings bank (Reserve Bank of Zimbabwe, 2016). 
The second phase was marked by the introduction of the Zimbabwe Programme for 
Economic and Social Transformation (ZIMPREST) (1996 – 1999) (Chigumira and 
Makochekanwa, 2016). However, due to the already unstable macroeconomic 
environment, half-hearted implementation of policy prescribed activities and the lack 
of external financial injection into the economy, the reforms struggled to deliver as 
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per their promise. By late 1990s the economy was obviously floundering, with red 
flags over some key economic indicators and dissenting voices reaching a 
crescendo. 
Beyond the reform period, that is 2000 to 2008, the Government started back-
tracking on some of the economic reforms. Government fiscal performance was 
getting worse and public debt was mounting. For example, in 1997, Government 
debt interest payments and the wage bill were gulping 76% of total revenue. Then on 
14 November 1997 (what came to be known as ‘Black Friday’) the Zimbabwean 
Dollar (Z$) crashed against other currencies sending shock waves in the governing 
circles. The Government cancelled licenses for all bureau de changes. This fuelled 
the emergence of the informal markets. Formal bank channels were offering a 
Government prescribed foreign exchange rate but, with no buyers or sellers, while 
the informal markets offered a more realistic and higher rate and enjoyed brisk 
business. 
Below is a graph (Fig.2.2) showing the performance of the economic performance 
over the above cited period (2000 – 2008). Over this period the economy shrank by 
an average of 7% per annum (calculated from World Bank data). 
 
Source: Data from World Bank 
Figure 2.2: Zimbabwe GDP Growth (2000 – 2008) 
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The dual system was not only limited to the financial sector. There was an 
emergence of informal micro and small businesses owned and run by technically 
skilled and experienced former employees. There were 2.8 million MSME owners 
running 3.5 million businesses in 2012 (FINSCOPE, 2012).). This means some had 
more than one business. Of these, 71% were owner-run with no employees, 24% 
had 1 – 5 employees and 23% indicated that they would close shop if offered a paid 
job (FINSCOPE, 2012). 
In 2009 the Zimbabwean economy ‘dollarized’. A basket of foreign currencies, 
including the United States Dollar (US$), the South African Rand (ZAR) and the 
British Pound was authorised for use in all business. However, official Government 
payments were only accepted in United States Dollars (US$). This move, at least, 
tamed the inflation which had been running wild. Some sanity returned to the 
markets. Basic goods and services resurfaced. The economy started showing signs 
of recovery, with GDP growth peaking at 11.9% in 2011 before signs of fatigue and 
relapse returned again. 2016 was expected to conclude with a 0.6% growth (see Fig 
2.3 below).  
 
Source: Data from World Bank 
Figure 2.3: Zimbabwe GDP Growth (2009 – 2015) 
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Industrial capacity utilization dropped 23 percentage points from 57% in 2012 to 
34.3% in 2015. Some manufacturing concerns which used to make significant 
contributions to the economy reconfigured into medium and small sized enterprises 
(SMEs), when measured by annual turnover. 
However, smaller enterprises bore the worst brunt. As of 2015, small companies 
(between five and 19 employees) were operating at 26% capacity utilisation, while 
medium sized companies (between 20 and 99 employees) were operating at 36.1%. 
The larger firms (100 or more employees) were operating at 43.1% (Council of 
Zimbabwe Industries, 2015).  
Year on Year inflation has been in negative territory since October 2014 and capped 
December 2015 at -2.47% (Reserve Bank of Zimbabwe, 2016).  
 
Source: Data from World Bank 
Figure 2.4: Zimbabwe Inflation Rates (2010 – 2015) 
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(US$3.7 billion or 26% of GDP) by the Government have had the impact of crowding 
out the private sector (Exotix Partners, 2016). 
Liquidity has largely remained tight, and access to credit constrained. In 2016 banks 
struggled to meet cash requirements for demand deposits. Depositors would at times 
queue for days to make withdrawals. Currency in circulation mainly comes from 
exports. But Zimbabwe has been running a trade deficit for quite a long time. The 
banks have to import US dollars to meet the local market needs. However this is still 
not enough to meet demand. Nostro accounts of the banks have been at critical 
levels or in some countries closed altogether. The Central Bank introduced a quasi-
currency (bond notes) on a par with the US dollar and backed by a loan from 
Afreximbank. 
The liquidity crisis and the introduction of bond notes added more concerns to an 
already jittery market – rekindling the pre-2008 era where inflation went through the 
ceiling. The SMEs are particularly vulnerable to such deteriorations in the business 
environments; they reacted by holding back their cash takings, instead of depositing 
with the banks. This curtails the economy’s ability to create broad money through 
credit as the banks’ cheap source of funds is domestic deposits. 
Exports have remained unattractive, since they are denoted in a comparatively 
strong currency, the US Dollar (Finscope MSME Zimbabwe Survey, 2012, Reserve 
Bank of Zimbabwe (RBZ), 2016). Although Zimbabwe is using a multi-currency 
system, the majority of the economy uses the United States Dollar (US$) - by 2016 
the US dollar formed 95% of the currency in circulation (Exotix Partners, 2016). This 
makes Zimbabwean goods or exports more expensive than those of its trading 
partners, for example South Africa.  
In September 2016, the South African Rand traded at 1:14 to the US Dollar after 
having lost 13 percentage points against the US$ over 2015. South Africa is 
Zimbabwe’s leading trading partner. In 2015 alone, 73% of Zimbabwe’s imports 
came from South Africa, while 43% of Zimbabwe’s exports went to South Africa. A 
South African importer of Zimbabwean goods and services needs more South 
African Rand (ZAR) for each unit of goods he/she imports when the ZAR loses 
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ground against the US$, Zimbabwe’s predominant currency. The South African 
exporters to Zimbabwe stand to gain in a similar scenario. 
Zimbabwe’s top 10 trading partners are South Africa, Singapore, Mozambique, 
China, Zambia, United Kingdom, United Arab Emirates, Botswana, Japan and India. 
Forty three percent (43%) of Zimbabwe’s imports come from South Africa and 73% 
of Zimbabwe’s exports go to South Africa (Exotix, 2016). From 2009 to date the 
South African Rand has retreated 53% against the United States Dollar (Exotix, 
2016). This in turn made the Zimbabwean exports expensive, while concurrently 
making it relatively cheaper to import from South Africa.  
Table 2.2: Balance of Payments (BOP) 
 
Source: ZIMSTAT for actuals, and Ministry of Finance and Reserve bank 
for projections 
Zimbabwe ranked as low as 155 out of 189 countries in the World Bank’s ‘Ease of 
Doing Business’ indexes of 2016. Its neighbours Botswana, South Africa, Zambia 
and Mozambique ranked 72, 73, 97 and 133, respectively (World Bank, 2016). As 
already noted, when the business environment improves, it is the smaller firms that 
benefit the most (Beck et al., 2008); the reverse is also true.  
There is talk of the ‘New Economy’ or ‘restructured economy’ dominated by informal 
SMEs. Eight five percent (85%) of SMEs operate informally (FinScope Survey, 
2012). They are not registered, do not have a bank account and do not pay any 
statutory remittances. A number of policy documents realise the now prominent role 
played by SMEs in the economy in employment creation, contribution to GDP and 
poverty alleviation. There is also a renewed drive to increase funding channels to the 
SMEs sector (Reserve Bank of Zimbabwe, 2016). 
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Table 2.3: Zimbabwean Definition of SME 
Size 
Number of 
Employees 
Annual 
Turnover 
(US$) 
Value of 
Assets 
(US$) 
Micro 5 30 or 50 10000 
Small 30 – 40 0,5m – 1m 0.25m – 1m 
Medium 75 1 – 2 m 0,5m – 2m 
Source: Government of Zimbabwe SMEs Act 2011. 
The above definition is a summarized version of the definition provided in the SMEs 
Act (Chapter 24) of Zimbabwe. The definitions vary slightly across different sectors 
and there are ranges in some categories. There are definitions for the following 
sectors agriculture, arts, entertainment, culture, sports and education, mining and 
quarrying, manufacturing, construction, energy, financial services, transport, retail, 
tourism and services. 
The Small and Medium Enterprises Development Corporation (SMEDCO), the new 
‘SME microfinance bank’, takes its SME definition from the SMEs Act. This is also 
the enabling Act for SMEDCO. The Reserve Bank of Zimbabwe (RBZ) as a 
government agency also relies on the SMEs Act definition. However other players, 
like the SME associations and banks, introduced a variety of other definitions and 
emphasis.  
Small to medium enterprises (SMEs) play an important role in Zimbabwe’s economy. 
They employ over 60% of the workforce and account for over 50% of the Gross 
Domestic Product (GDP) (Zimbabwe Budget Statement, 2016). The government is 
aware of the major challenges facing SMEs which it enumerates as financing, 
infrastructure, technology, management skills, entrepreneurial skills and marketing.  
By 2012 it was estimated that 5.7 million adult Zimbabweans were involved in the 
MSME sector, either as owners (2.8 million) or employees (2.9 million) (FinScope, 
2012). There were 3.5 million MSME businesses. Only 18% of these businesses 
were served by formal institutions, but this figure includes both bank and non-
banking institutions. One of the main challenges faced by MSMEs in Zimbabwe is 
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lack of access to business finance (FinScope, 2012). This is in turn driven by the 
following factors: 
(a) They cannot afford bank services because their business income is 
inconsistent or low, or bank charges are too high.  
(b) Appropriateness of bank products and services. Many SMEs lack the 
mandatory ‘Know Your Customer - KYC’ requirements: address, records, tax 
registration etc. 
(c) Proximity of bank to clients - especially for MSMEs in remote areas and for 
banks who still rely on traditional brick and mortar facilities to deliver services. 
(d) Lack of plans for growth and sustainability. This stifles the demand for 
external financial injection since they operate on a survivalist mode. 
2.4.5.3 Lending Infrastructure 
Where markets are efficient, firms rely less on internal financing and informal 
sources like family, friends and savings (IMF, 2011). But, according to the 2011 
World Bank Enterprise Survey, about 85% of Zimbabwean firms rely on internal 
funds and very little on bank finance (10%). The average for Sub-Saharan Africa is 
21% access for bank finance. Forty-eight percent (48%) of Zimbabwean firms rank 
access to finance as their greatest challenge, and the small and medium enterprises 
rank it highly, while larger firms mainly point to political instability as an issue.   
The Reserve Bank of Zimbabwe (RBZ) maintains that MSMEs are important for the 
country’s economic growth but are hampered in their quest for viability by, among 
other factors, lack of adequate funding. According to the Central Bank, they 
otherwise have potential to boost employment and export generation. The RBZ 
policy thrust is to urge banks to understand the specific needs of the MSMEs and 
accordingly adjust their services and products. In 2016, the RBZ proposed the 
following policy measures: 
(a) Every bank should have a dedicated, adequately resourced MSME unit. 
(b) Develop an MSME business strategy which prescribes fewer formalities 
(fewer documents) to facilitate easy and speedy loan sanction/vetting and 
disbursement. 
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(c) Set annual targets for lending to MSMEs broken down by gender, size of the 
enterprise and sector. 
(d) Capacitate SMEs with entrepreneurial and financial skills. 
(e) Central Bank to build capacity of financial institutions to develop innovative 
and appropriate financial products and services for MSMEs. 
(f) Strengthen linkages between MSMEs and Business Member Organizations 
(BMOs) for information exchange and mentoring. 
(g) Encourage banks to adopt value chain financing linked to their corporate 
clients, especially in agriculture. Encourage cluster financing and group 
lending for smaller enterprises and women owned enterprises. 
According to the Central Bank’s Monetary Policy Statement 2016, ‘There is scope for 
banks to convert the current constraints in the SME sector into opportunities for their 
sustainable business growth.’ (Reserve Bank of Zimbabwe2016: P74) 
The Reserve Bank of Zimbabwe also intends to establish a credit reference system 
(credit registry) and a collateral registry system as a way of increasing credit 
information flow to the lenders. The banking sector is in turn expected to increase 
credit to the private sector, but especially to the credit-worthy transparent and 
opaque MSMEs. This, the Bank anticipates, would increase access to credit, reduce 
risk and hence cost of credit, increase market competition and promote credit 
diversification. 
Some of the Central Bank’s Efforts to Increase Credit Provision to SMEs: 
(a) Credit Registry – the reserve bank is in the process of establishing a credit 
registry bureau. This will compel all banks and financial institutions to collect 
and lodge with the central credit database both negative and positive credit 
information. Imperfect information in credit markets results in adverse 
selection and rationing of credit to SMEs which are generally perceived as 
opaque. The establishment of a credit registry is one avenue for trying to 
address this challenge or market gap. 
(b) Collateral Registry – the Central Bank intends to establish a collateral 
registry which would enable individuals and SMEs to secure their credits 
through movable property registered with the reserve bank. In developing 
33 
countries 78% of stock is held as movable assets like machinery, receivables, 
motor vehicles and 22% in immovable assets (Alvarez de la Campa, 2011, 
cited in RBZ Monetary Policy Statement, 2016). This will enable more SMEs 
to access more credit as they are often hampered by lack of collateral. Other 
countries that already have collateral registries are Burundi, Ghana, Kenya, 
Lesotho, South Africa, Sierra Leon, Nigeria, Malawi and Zambia (Reserve 
Bank of Zimbabwe, 2016). 
(c) Financial Inclusion Strategy – This is a Central Bank proposition to ensure 
the financial sector is responsive to the needs of the society, including 
MSMEs, by providing a wide variety of appropriate financial products and 
services at affordable costs. The RBZ under this strategy aims to persuade 
financial players to be more innovative, promote financial literacy, protect 
consumers and support micro-financing.  
2.4.5.4 Financial Institute Structure 
The Zimbabwe banking industry is made up of 13 commercial banks, 4 building 
societies, 1 merchant bank and a savings bank. By December 2015, total bank 
deposits amounted to US$5.6 billion, predominantly short term in nature, and there 
was a 68.8% loans to deposits ratio. Two developmental institutions and 158 micro-
finance institutions (MFIs) complete the financial sector. For the whole financial 
sector, there is as much individual loans as there are loans to the manufacturing 
sector – both at 24% of the total credit. The Reserve Bank of Zimbabwe (RBZ) 
supervises the banking sector.  
There are thirteen (13) commercial banks namely, the Commercial Bank of 
Zimbabwe (CBZ), Steward Bank, First Banking Corporation (FBC), ZB Bank, 
MetBank, NMB, Agribank and BANC ABC, which are national banks. Then, there is 
MBCA (an associate bank for Nedbank of South Africa), Stanbic (an associate of 
Standard Bank of South Africa), and EcoBank (a Pan-African Bank). Lastly, there is, 
Barclays and Standard Chartered Banks, with headquarters in the United Kingdom. 
The last, though international, have had operations in Zimbabwe the longest: both 
have been in Zimbabwe for over 100 years. So they are pretty familiar with the 
Zimbabwean terrain. 
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The four (4) building societies are: Central Africa Building Society (CABS), a part of 
the Old Mutual Group; FBC Building Society, CBZ, and ZB Bank, all wholly 
Zimbabwean owned. There is one (1) merchant bank – Tetrad – currently under 
judiciary management. Lastly, there is a Post Office Savings Bank now rebranded to 
People’s Own Savings Bank (POSB) during the financial liberalization era (1991- 
1999). 
The advent of new indigenous owned banks increased competition and widened the 
menu of financial products and services. However, with the supervisory capacity of 
the Central Bank remaining the same, new banks were soon over-burdened with 
NPLs. Some of this was as a result of related lending. The NPLs peaked at 18.5% in 
2014 before tapering off to around 10% when the troubled banks were placed under 
liquidation, and ZAMCO took over some of the non-performing loans. By 2016 the 
Central Bank had managed to clean up the sector of fragile banks. Depositors lost 
their hard earned income during this period, given the general mistrust of the 
banking sector. 
During the crisis period the Central Bank was dabbling in quasi-fiscal activities. As 
the government’s banker it accumulated debt on its behalf. With the RBZ heavily 
indebted the Central Bank lost its status as lender of last resort and with it the 
stability of the sector. In 2015 the Government through an enabling act of parliament 
assumed the Central Bank’s debt – the Debt Assumption Act of 2016.  
The Government of Zimbabwe promulgated the Statutory Instrument 60 of 2016 
(SI60) which prohibited the import of certain products to protect the local industry 
and outflow of the US$ currency. There was an outcry from some of Zimbabwe’s key 
trading partners, for example, South Africa and Zambia. The result has been an 
improvement in local manufacturing, for example cooking oil, and the trade balance 
improved markedly.  
It is evident that Zimbabwean banks have, on the grounds of sound business and 
prudential lending, been trying to make forays into the SMEs sector. Starting from 
around 2012, a number of banks realigned their strategies and spruced up their 
organizational structures and product menus to position themselves to capture the 
lucrative SME market. Also, both the fiscal and the monetary policies consistently 
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make a case for increased supply of credit to the SMEs. However despite earnest 
efforts from all quarters, there are still conceptual misunderstandings and age-old 
mismatches between the banking sector and SMEs.  
Two developmental institutions and 158 micro finance institutions (MFIs) complete 
the banking sector (Reserve Bank of Zimbabwe, 2016). In 2015, the MFIs issued out 
US$173.3 million loans, and 89.1% of these were made by the top 20% of the MFIs. 
However, the bulk of MFI loans (over 80%) tend to be consumer loans and not 
business financing. There are three deposit taking MFIs, otherwise referred to as 
Micro Finance Banks (MFBs) – GetBucks Financial Services (Private) Limited, 
Collarhedge Finance (Private) Limited, and Africa Century Leasing Company 
(ACLC).  
Another recent development has been the conversion of the SMEDCO into a deposit 
taking micro finance bank (MFB). The Central Bank injected US$5 million capital and 
granted SMEDCO a licence to operate as an MFB or SME bank. However SMEDCO 
is also set to pursue the cluster and value chain approaches in lending to SMEs. 
In 2016, the Stock Exchange Commission (SEC) came up with the Alternative 
Trading Platform (ATP). This is an alternative bourse for enterprises that need some 
capital but cannot meet the listing requirements of the conventional stock exchange. 
At the time of this research this secondary bourse had not yet become operational. 
2.4.5.5 Lending Technology 
After financial liberalization, all these financial institutions now offer a wider bouquet 
of banking services, as long as they comply with the Central Bank prudential lending 
requirements. Therefore, traditional classification of these institutions can be 
misleading. For example, it is not uncommon for a commercial bank to offer 
mortgage lending, just as building societies can offer a full menu of commercial 
banking products and services. 
By mid-2016, 12 banks had established dedicated SME units and 8 banks had set 
up women’s desks (Reserve Bank of Zimbabwe, 2016). The Central Bank was still 
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urging more banks to follow the same route. Only one commercial bank has a 
dedicated unit focusing on micro enterprises and another specifically for SMEs. 
2.4.5.6 Bank Lending Trends: 
By December 2015, the Zimbabwean banking sector deposits amounted to US$5.6 
billion and credit stood at US$3.9 billion. This translated to a 69.6% deposit to 
savings ratio. Of this credit, 24.28% were credit to individuals and 2.13% credit to 
Government (see diagram below) (Reserve Bank of Zimbabwe, 2016). 
 
Source: Reserve Bank of Zimbabwe 
Figure 2.5: Distribution of Credit by Sector as at 31st December 
2015 
Size of Total Bank SME Portfolio 
The RBZ data compilation on bank financing in Zimbabwe is still in its infancy. The 
systems and frameworks are now in place but the Central Bank is yet to produce its 
first report. However, individual bank estimates hover around ± 5% of the total bank 
loan book, with targets of up to 20% in the next 2 years.  
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2.4.5.7 Challenges Faced by Zimbabwean Banks in dealing with SMEs 
The Bankers’ Association of Zimbabwe (BAZ) lists the following challenges faced by 
banks in extending credit to SMEs (Bankers’ Association of Zimbabwe, 2016): 
(a) High transaction costs per unit mainly brought about by having to provide 
many small loans, but doing all the due credit assessment processes just as 
one would do for a large loan. 
(b) The informal state of SMEs makes it difficult to assess them for credit 
worthiness and hence all are clustered together as high risk business 
undertakings. 
(c) The documentation requirements are disproportionately cumbersome for a 
small loan. 
(d) It is difficult for banks to accurately determine the cash flows of SMEs since 
the majority are operating informally, with scanty records and with no banking 
of business proceeds. 
(e) Liquidity constraints and sovereign risk forces banks to charge a premium 
interest rate on loans. Domestically mobilized bank deposits are low, 
especially from SMEs operating informally. Funds mobilized offshore come at 
a premium since the country has a high sovereign risk. 
(f) SMEs are generally considered as high risk compared to large firms, hence 
banks are under pressure from their stakeholders to minimize exposure to this 
sector. SMEs are victims of ‘credit rationing’. 
(g) SMEs are heterogeneous: different sectors, different levels of development 
and sophistication and widely geographically dispersed. This makes it difficult 
for banks to come up with standard lending technologies to satisfy this sector. 
(h) It is difficult to obtain information for assessing risks of new and novel 
ventures and a lot of their potential is vested in the owner/entrepreneur. 
(i) SMEs have a track record of high failure. This makes banks nervous about 
extending loans to business that can go into insolvency.  
(j) There is a lack of a comprehensive data base on SMEs across the country 
hence it is difficult for banks to come up with comprehensive strategies to 
cater for SMEs. The banking industry has to have adequate sector-wide 
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information to design the appropriate lending technology to satisfy the SMEs 
financial requirements. 
(k) The majority of SMEs lack collateral. Whilst lending is based on cash flows, 
having acceptable collateral adds to the lenders’ comfort.   
(l) Many SMEs are reluctant to include other business partners to boost their 
business capital. Low capitalised businesses lack stamina and banks are not 
convinced the owners have enough vested interest to ensure the success of 
the business. 
(m) SMEs are coy about their operations since they classify them as business 
secrets. SMEs are usually highly versatile and flexible, but this is also means 
business ideas are flagrantly copied and hence the first movers usually want 
to protect their ‘business secrets’. 
(n) Lack of proper accounting records. This is closely related to operating 
informally and generally expensive accounts/book keeping services. 
(o) Reluctance to formalize or register their business. This usually comes with 
obligations like tax and licenses which SMEs are reluctant to shoulder. 
(p) Lack of credible credit information sources on SMEs, for example, credit 
reference system, collateral registry etc. The Reserve Bank of Zimbabwe 
(RBZ) is only waking up to this. As mentioned earlier, the Central Bank is in 
the process of setting up a collateral registry and credit reference bureau. But 
as long as they are not in place this will continue to be as inconvenient as a 
broken tooth. 
(q) Lack of proper ‘Know Your Customer’ (KYC) documents. The Central Bank is 
strict on compliance with these requirements. However many SME owners do 
not have the required documents. 
(r) Lack of credit guarantee schemes. There are only a few credit guarantee 
facilities backed by donor agencies and/or development banks. What they are 
offering is only a drop in the ocean compared to the SME funding gap. 
2.5 SUMMARY 
Chapter Two highlights the framework determined from available literature on bank 
financing to SMEs. The majority of bank credit goes to larger and older firms. 
Smaller firms access less bank credit and at steeper terms. This is true in both 
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developed and developing countries. The business environment, the structure of the 
banking sector (number and nature of financial institutions) and the lending 
technologies (number and type of financial products banks are allowed to offer and 
do so profitably) has a bearing on the banks’ ability to extend credit to the SMEs. In 
chapter three the research process is presented. 
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CHAPTER THREE 
RESEARCH METHODOLOGY 
3.1 INTRODUCTION  
Chapter two provided the overview of the scholarly literature on the challenges of 
banks in financing SMEs. Chapter three specifies the methodology chosen and the 
research design followed. 
After establishing the research aim and objectives the next most important thing is to 
decide how data will be collected and how it will be analysed in a way that would 
adequately address the research questions (Du Ploy-Cilliers, Davies and 
Bezuidenhout, (eds.), 2014).  
3.2 RESEARCH DESIGN 
Research design is an outline of what the researcher did, from formulating the 
questions or hypotheses to collecting information and completing the final analysis. It 
describes how he/she ensured that the research questions were answered validly, 
objectively, accurately and economically. (Du Ploy-Cilliers et al., (eds.), 2014).  
This study adopted a qualitative approach and made use of qualitative, in-depth 
interviews with the target populations. Twelve out of the eighteen banks in Harare 
were included in the research. The same interview questions were administered 
across all the banks’ head of SME units and responses and observations were 
digitally recorded using a smart phone. The qualitative audio data was transcribed to 
script, coded, deductively analysed and conclusions drawn and incorporated into a 
report. 
3.3 RESEARCH METHOD 
This study adopted a qualitative approach and made use of qualitative, in-depth 
interviews with the target population of 12 heads of SME units. The heads were 
taken from twelve out of the eighteen (18) banks in Harare were included in the 
research. The same interview questions were administered across all the banks and 
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responses and observations documented. The qualitative data was coded, 
deductively analysed and conclusions drawn and incorporated into a report. 
This is an applied research that employed a Qualitative Approach. The researcher 
conducted qualitative interviews with key informants at twelve of the eighteen banks 
and triangulated the data with interviews (qualitative) of relevant staff at the Reserve 
Bank of Zimbabwe (bank supervision), Ministry of Small and Medium Enterprises 
and Cooperatives, Small and Medium Enterprises Development Corporation 
(SMEDCO), and the SMEs Association of Zimbabwe (SMEAZ). The data was further 
triangulated through secondary data sources for example, Bank Supervision reports 
from the Central Bank.  
Firstly, the researcher sought to establish, from the Zimbabwean banks’ perspective 
and records, the level of bank financing to SMEs. Further, the researcher 
interrogated the Zimbabwean banking sector to get a deeper understanding of what 
sort of products and services banks offer to the small and medium enterprises 
(SMEs). Finally, the research concluded by seeking to establish some key 
challenges banks encounter in extending credit to the SME sector. The geographical 
focus is restricted to Harare in Zimbabwe. 
Banking is a very sensitive industry replete with proprietary information. In this 
research study, banks and bank staff were assured of confidentiality. All gathered 
data was depersonalized – detached from both human and legal persona. Collated 
data was handled in such a way that it could not be traced back to either institution 
or individuals. All participants were expressly assured, beforehand, of such 
confidentiality and anonymity. 
Further, the researcher also gave assurance that this work is purely for academic 
purposes. 
3.4 DATA COLLECTION 
Standardised open-ended interviews were conducted with key bank SMEs 
department personnel. The standard open-ended interview technique is asking the 
different participants the same set of questions, but giving room or flexibility to the 
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participant to touch on other relevant and related issues that might not be fully 
addressed by the questions (Du Ploy-Cilliers et al.,(eds.),2014).  
Key participants in this research are for unique elements that can be taken as neither 
a population nor a sample thereof. In this research the key informants were relevant 
bank staff within the banks or their designated proxies; titles may differ from 
institution to institution. The choice of twelve of the 18 banks is motivated by the fact 
that there are only twelve banks with dedicated SME units and secondly, banks are 
traditionally reluctant to part with information in case they end up leaking proprietary 
information.  
Whilst the research employed rigorous methods to get as much response as 
possible, it stands to reason that not all interview requests would be granted. The 
researcher’s confidence was buoyed by the fact that the Zimbabwean SMEs sector 
has suddenly become critical for banks in Zimbabwe, mainly because of the state of 
the economy. There are few business entities that are not either small or medium 
enterprises, in some instances, including those that used to be large companies. The 
private sector generally, including the banking industry, and is eager to find solutions 
to the economic quagmire Zimbabwe is facing. By and large the banks are willing to 
cooperate with any initiative that might lead to a breakthrough. 
The research interviews were conducted, asking semi-structured questions, until 
data saturation point was reached. This occurred before reaching the targeted twelve 
banks. 
3.5 SAMPLE POPULATION  
The research employed non-probability or purposive sampling, also sometimes 
called judgmental or subjective sampling. Purposive sampling is a sampling 
technique where the units that are investigated are based on the judgment of the 
researcher.  
The total study sample population is 12 heads of SME units taken out of the eighteen 
(18) banks in Harare were included in the research. 
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The main goal of purposive sampling is to focus on particular characteristics of a 
population that are of interest and which will best enable the researcher to answer 
the research questions. The fact that the sample being studied might not be 
representative of the population is not an issue. Sampling can either be maximum 
variation sampling, homogenous sampling, typical case sampling, extreme case 
(deviant) sampling, critical case sampling, expert sampling or total population 
sampling. This research made use of total population sampling 
(http://dissertation.laerd.com/purposive-sampling.php). 
Total population sampling is a type of purposive sampling technique where the 
researcher includes the entire population that have a particular set of characteristics 
(e.g., specific experience, knowledge, skills, exposure, etc.). In such cases, the size 
of the population with the particular set of characteristics that the research is 
interested in is very small. Therefore, if some units (i.e. people, organisations, etc.) 
had not been included in the sample that is investigated, some critical information or 
voices or observations might have been left out. 
The advantages of purposive sampling are that: 
a) There is a reduced risk of missing potential insights from units not included in 
the sample. 
b) Whilst total population sampling is a part of non-probability sampling, hence 
impossible to draw ‘statistical’ generalizations about the population, it is 
possible to make general analytical generalizations. 
The disadvantages are that: 
a) It is difficult to create a list and access all the members/units on the list; it 
usually requires the permission of a gate keeper somewhere. 
b) If substantial numbers on the list refuse to participate, the ability of the total 
population sample to allow for analytical generalizations may be severely 
curtailed. 
There are three steps to creating a total population: 
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Step 1: Define the population characteristics: the units are usually people, even 
though they might be organizations too. 
Step 2: Create a list of the population: list the people or organizations (units) that 
make up the population focusing on those units with the characteristics/qualities the 
research is particularly interested in. 
Step 3: Contact all members of the population on the list. 
Total population sampling is used when the research focuses on a very small 
population and/or one with unique characteristics. The focus of this research study 
fulfils both of these characteristics.  
There are only twelve out of eighteenbanks in Zimbabwe with SME lending units. It 
follows therefore that such information on bank experience and challenges could 
only be obtained from these twelve banks. Bank staff are not jacks of all trades, so to 
speak, so these characteristics (information on bank lending to SMEs) are 
specifically confined to the SME units. 
The sample population was made up of bank staff responsible for SME lending units. 
There are twelve, out of eighteen banks with dedicated SME units.. All twelve banks’ 
SME managers were targeted and interviews were carried out up to a point that the 
researcher felt that there was no more new information being gained and hence it 
would be uneconomic to continue (data saturation). They were selected because of 
their unique knowledge and experience in SME banking. Seven banks accepted and 
were interviewed as part of this research and two turned down requests for interview. 
Further the Small and Medium Enterprises of Zimbabwe (SMEAZ) and the Small and 
Medium Enterprises Development Cooperation (SMEDCO) were interviewed for the 
purposes of data triangulation. 
3.6 DATA ANALYSIS  
Qualitative data from interviews was coded, captured and analysed. 
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Source: Adapted from Bezuidenhout, and Cronje, 2014 
Figure 3.1 Process of data analysis 
Qualitative data analysis is ‘the process of bringing order, structure and meaning to 
the mass of data ... reducing the volume of raw information , sifting significance from 
trivia, identifying significant patterns and constructing a framework for 
communicating the essence of what the data reveals’ (De Vos, Strydom, Fouche, 
and Delport, 2011: p397, cited in: Bezuidenhout, and Cronje, 2014).  
The research used the content analysis method of qualitative data analysis. Content 
analysis can be done either deductively or inductively. In the inductive approach to 
qualitative data analysis, the researcher ‘develops a theory from the specific data 
collected from a specific social setting and develops a general theory’.  
On the other hand the deductive approach works from an existing preconceived and 
pre-structured theoretical framework, and argues from the general to the specific  
(Bezuidenhout and Cronje, as cited in Du Ploy-Cilliers et al. (eds.), 2014). Under the 
deductive approach data codes are developed before data analysis, then the codes 
are linked to the literature and theoretical framework that forms background to the 
research and then interpreted within the context of the specific study to deduce 
findings. (Bezuidenhout and Cronje, as cited in Du Ploy-Cilliers et al. (eds.), 2014). 
This research used the deductive approach to data analysis. 
Coding is grouping data into chunks and assigning them into broader categories of 
related meanings so that the researcher can, out of raw data, determine if there are 
any emerging patterns. The codes should be exhaustive (accommodate all data), 
mutually exclusive (no overlaps) and be specific and unambiguous.  
QUALITATIVE 
DATA 
Qualitative 
Analysis & 
Interpretation 
FINDINGS 
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The data analysis process followed the following eight steps: Prepare the data, 
define the coding unit to be analysed, develop categories and a coding scheme or 
conceptual framework, test your coding scheme on a sample text, code all text, 
assess your coding consistency, draw conclusions from the coded data (i.e. interpret 
your data), and report your methods and findings. (Zhang and Wildemuth, 2009, 
cited in Du Ploy-Cilliers et al., (eds.), 2014). 
3.7 VALIDITY AND RELIABILITY  
Validity and reliability in qualitative research are two sides of the same coin. They 
refer to rigor or thoroughness, trustworthiness and quality of research. It may also 
incorporate triangulation. The integrity of the qualitative research process is 
anchored on the integrity of the research processes themselves. 
The researcher ensured the reliability and validity of the research by including all the 
twelve banks that have Small and Medium Enterprise (SME) units. This ensured that 
all relevant sources of information were included. Further the use of in-depth semi-
structured interview questions ensured the research stayed focussed but still allowed 
ample room for the respondents to express themselves and explore issues both 
vertically (in line with the interview guide) and laterally (fully express their expertise 
and experience).  
The instruments used in this research were first piloted with one bank and relevant 
adjustments incorporated before proceeding with full research. The research made 
use of an Android phone for recording the interviews and professionally transcribing 
the recordings ad verbatim before analysing the transcripts using Nvivo 11 plus, a 
qualitative data analysis software. The analysis procedure began with audio 
transcription to generate interview transcripts. As a backup and for triangulation 
purposes the researcher also made detailed notes of the interview responses.   
The researcher first cleaned the transcripts and then began coding the transcribed 
responses into themes (Parent Nodes, known as containers). The nodes were 
further coded to sub-nodes or child-nodes. The themes were built based on 
perceptions with regard to relevant research questions under specific objectives. 
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Moreover, these interview questions were guided by the specific objectives and 
research questions. 
The information gathered through interviews was triangulated with the SME’s 
association – the Small & Medium Enterprises of Zimbabwe (SMEAZ) and the SME 
Development Corporation (SMEDCO). Further the research’s findings were tested 
against secondary data from the Reserve Bank of Zimbabwe (RBZ).  
The findings were also subjected to an iterative process with the research’s 
supervisor to ensure its validity and reliability.  
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CHAPTER FOUR 
FINDINGS AND INTERPRETATION OF DATA 
4.1 INTRODUCTION 
Two (2) international banks, 3 regional and 2 local banks were interviewed for this 
research, one of which was a building society and the other 6 were commercial 
banks. Two (2) local banks and 1 regional bank turned down requests for an 
interview. 
Table 4.1: Level of respondents:  
Respondent Type of Bank 
SME 
Unit 
Level of Responsibility/Title 
Bank 1 
Commercial 
Bank 
Yes Relationship Manager/ Team Leader (SME) 
Bank 2 
Commercial 
Bank 
Yes Head of SME Unit 
Bank 3 
Commercial 
Bank 
Yes Head of SME Unit 
Bank 4 
Commercial 
Bank 
Yes Head of SME Unit 
Bank 5 
Commercial 
Bank 
Yes Head of SME Unit 
Bank 6 
Commercial 
Bank 
Yes Head of SME Unit 
Bank 7 
Commercial 
Bank 
Yes Deputy Head of SME Unit 
Bank 8 Commercial Bank  Request for interview denied 
Bank 9 Commercial Bank  Request for interview denied 
Source: Author/Feedback from Research Interviews 
 
Table 4.2: Gender of participants 
Female 2 Male 5 Total 7 
49 
The following analysis was done in Nvivo 11 plus, qualitative data analysis software. 
The analysis procedure began with audio transcription to generate interview 
transcripts (see Appendix A). The researcher first cleaned the transcripts and then 
began coding the transcribed responses into themes (Parent Nodes, known as 
containers). The nodes were further coded to sub-nodes or child-nodes. The themes 
were built based on perceptions with regard to relevant research questions under 
specific objectives. Moreover, these interview questions were guided by the specific 
objectives and research questions. The information presented in the next sections 
sought to address the following study rationale: 
Objective 1: 
 To determine the level of bank financing to SMEs in Zimbabwe 
Research Question 1: 
 What is the current level of bank financing for Small and Medium sized 
Enterprises (SMEs) in Harare, Zimbabwe? 
Questionnaire 
Q1. What is the current level of bank lending to Small and Medium sized Enterprises 
(SMEs) expressed as a percentage of your total loan book? (How has it changed in 
the last 10 years?) 
Objective 2: 
To establish some of the SME lending technologies (product and service range) 
pursued by banks in Zimbabwe 
Research Question 2: 
What are the lending technologies pursued by the banks to meet the needs of the 
SMEs in Harare? 
Questionnaire 
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Q2. What are some of the financial products/services that the bank offers to small 
and medium sized enterprises (SMEs)? (How are they marketed?) 
Objective 3: 
To find out what the main barriers are that banks face in trying to extend credit to the 
SMEs in Zimbabwe. 
Research Question 3: 
What are the challenges/barriers faced by the banks in extending credit to the Small 
and Medium sized Enterprises (SMEs) in Zimbabwe? 
Questionnaire 
Q3. How does the lending infrastructure (laws, property rights, taxes, regulatory 
requirements) affect your ability to lend to the SME sector? 
Q4. How does the structure of your organization (local, regional or international 
bank; type of licence held) affect your ability to lend to the SME sector? 
4.2 FINDINGS 
Headline Findings 
Figure 4.1 below is a word cloud showing a general overview of word frequency; in 
this case the researcher limited the selection to 100 words with at least 4 letters. The 
bigger the letters of the word the most frequent the word is among all interview 
sources. The words “SMEs”, “bank”, “commercial”, “lending”, business”, “market”, 
“requirements” among others are very frequent and reflect consistency with the study 
subject 
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Source: Author/Feedback from Research Interviews 
Figure 4.1: General word frequency overview of words with at least 4 letters 
4.2.1 Level of Bank Lending to SMEs 
What is the current level of bank lending to Small and Medium sized Enterprises 
(SMEs) expressed as a percentage of your total loan book?  
Table 4.3 & Fig 4.2 below show the current lending to SMEs by commercial banks. 
The interview response snapshots show percentages based on the total loan book. 
The minimum value is 2% and the maximum value is 45%, with a percentage range 
of 43%. When the percentages of current lending are arranged in ascending order 
we obtain the following set of values {2%; 3%; 5%; 8%; 10%; 30%; 45%} with a 
median percentage of 8%. Please see the graph below, expressing the level of bank 
SME lending as a percentage of the banks’ total loan book. The majority of banks 
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are on a re-building exercise following the 2008 era of great macroeconomic 
instability.  
One bank said ‘...be it corporate lending, individual lending or whoever, we didn't do 
that between 2009 and 2012...’. The same bank resumed lending to corporate clients 
in 2012 and to SMEs in 2015. A couple of other banks started or resumed lending to 
SMEs around 2009, 2013 and 2014, motivated by the increasing number of SMEs. 
Two respondents, in separate interviews referred to them as the ‘new economy’. 
One went on to reason ‘...if a bank wants to really be a bank for the future they must 
also be having products for the economy that has also evolved from the challenges 
that we find ourselves in Zimbabwe.’ 
One respondent also pointed out that even though the bank SME loans may be 
relatively smaller than the corporate clients’ loans, the SMEs have higher laon 
utilisation rates than corporate players. On average, corporate clients utilise about 
60% of their facilities, while SMEs pitch their utilisation anywhere over 90%. This 
indicates a higher appetite for funds by SMEs. When they request for a credit facility 
they almost fully utilise it. 
 
Source: Author/ Research Interviews Feedback 
Figure 4.2: Percentage of Bank SME Lending across 7 banks 
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Table 4.3: The extent of current lending to SMEs 
<Internals\\Bank A> - § 7 references coded  [9.97% Coverage] 
Reference 2 - 1.70% Coverage 
“So as the percentage of the total book which include retail lending and corporate 
lending it’s just about 5% and these are limits,” 
<Internals\\Bank B> - § 3 references coded  [2.46% Coverage] 
Reference 1 - 0.48% Coverage 
“I would say this is a moving figure, so I will give a rough estimate, at the moment its 
slightly less than 3%” 
<Internals\\Bank C> - § 2 references coded  [2.39% Coverage] 
Reference 1 - 0.42% Coverage 
“We are looking at 30% of our total loan book.” 
<Internals\\Bank D > - § 2 references coded  [6.34% Coverage] 
Reference 1 - 0.72% Coverage 
“Well I think as percentage of the total loan book, sorry I forgot to look at that for you, 
but I should think it's quite small I think about 2% but I need to confirm it for you.” 
<Internals\\Bank E> - § 1 reference coded  [12.57% Coverage] 
Reference 1 - 12.57% Coverage 
“About 8% of the loan book, SME unit began in 2013 as a pan bank decision.” 
“The lending has been going up; the growth has been necessitated by increase in 
numbers of SME.” 
<Internals\\Bank F> - § 1 reference coded  [10.29% Coverage] 
Reference 1 - 10.29% Coverage 
“About 10% direct lending, indirect 10-15% tobacco growers, milling companies etc., 
we have a dedicated SME team about 20 relationship managers. It has actually 
grown over the past 10 years. The SME unit started around 2009.” 
<Internals\\Bank G> - § 1 reference coded  [4.45% Coverage] 
Reference 1 - 4.45% Coverage 
“About 45%…” 
Source: Author/Feedback from Research Interviews 
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4.2.2 Bank Financial Products & Services Offered to SMEs 
Table 4.4 shows that there are few unique products tailored specifically for SMEs. A 
number of banks build their loan book around large corporate clients, before 
considering the SMEs. When they extend to SMEs many take the same products 
and services although some may be toned down to accommodate SME 
requirements. However there is evidently a lot of inflexibility and SMEs are expected 
to rise to the same criteria used for corporate clients.  
All the banks interviewed are in the process of rebuilding their portfolios from the 
hyper-inflationary era when some had totally stopped lending. In the first instance 
they started lending to large corporate clients and then progressively building the 
SME portfolios. As noted above, the SME portfolio is still relatively small; in most 
instances between 5 to 10% of the total loan book. 
Table 4.4: Lending services/products 
<Bank A> - § 4 references coded  [6.20% Coverage] 
Reference 1 - 2.72% Coverage 
normal current account, forex services, advisory services, exchange control 
Reference 2 - 2.72% Coverage 
“…non-balance sheet items, that is, guarantees, bonds, and indemnities are all 
available for SMEs…” 
Reference 4 - 3.49% Coverage 
“overdrafts and short term loans that SMEs are able to access” 
<Internals\\Bank B> - § 4 references coded  [9.54% Coverage] 
Reference 1 - 1.57% Coverage 
“over drafts, term loans” 
Reference 2 - 1.85% Coverage 
“performance guarantee” 
Reference 3 - 4.80% Coverage 
“order financing, interest discount facilities” 
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Reference 4 - 1.32% Coverage 
“invoice discounting”  
<Internals\\Bank C> - § 3 references coded  [21.56% Coverage] 
Reference 1 - 21.56% Coverage 
“insurance, SME debt hands (as a first in this market), digital banking, working 
capital requirements(through loans or overdrafts),capital expenditure, bid bonds and 
performance bonds, order financing, bridging payment)” 
Reference 2 - 21.56% Coverage 
“Training, advisory services- for certain complicated transaction to our customers. 
We also offer letters of credit for international trading, export insurance-through 
export guarantee credit company to protect our clients when exporting” 
Reference 3 - 21.56% Coverage 
“Car insurance, funeral cover” 
<Internals\\Bank D> - § 2 references coded  [22.13% Coverage] 
Reference 1 - 5.61% Coverage 
“entry level account which is just a bare bones or no frills account, women specific 
bank services and products” 
Reference 2 - 16.51% Coverage 
“order finance - a short term finance, overdrafts, loans, vehicle assert finance(3-
5yrs), SMEs, individuals can have this same product),asset based finance under a 
medium term loan about 36 months), performance guarantees and bid bonds(for 
bidding government tenders), advisory services, SME seminars and workshops” 
<Internals\\Bank E> - § 3 references coded  [11.45% Coverage] 
Reference 1 - 11.45% Coverage 
“Low cost account and then on the lending side we are looking at capacitating the 
youths in terms of financial literacy.” 
Reference 3 - 11.45% Coverage 
“loans” 
<Internals\\Bank F> - § 1 reference coded  [52.56% Coverage] 
Reference 1 - 52.56% Coverage 
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“special SME tailor made accounts called the  XXX …” 
“Discounted broadband internet services for XXX accounts, company in box “….” 
advisory services”,” mobile apps that generate basic financial statement”, “ 
incubation port for SMEs networking and capacity building discussions , free Wi-Fi at 
a branch .”…” Loans” 
Source: Author/Feedback from Research Interviews 
4.2.3 Marketing of SME Services & Products 
Table 4.5 shows that commercial banks do advertising commensurate with their 
available loan products and services. According to one bank, they are concerned 
about reputational risk. For example, they would not want to promise more than they 
can deliver. For example, for SME lending they are totally reliant on domestic 
savings mobilisation. If they source funds for SME lending offshore it would be too 
expensive, as they are already charged premium interest rates when they borrow, 
due to their perceived high risk.  
Banks have used marketing campaigns aimed at value chains, business member 
organizations, word of mouth, cold calling, send teams of relationship managers, 
business customer advisors, sending flyers through their client data bases, and 
more. It would seem they have gone to considerable lengths to push out their 
products and services.  
However, the same level of energy is not as evident when it comes to savings 
mobilization. For example, banks are hamstrung by the Central Bank’s stringent 
requirements on know your customer (KYC) requirements, banks are still charging 
prohibitive monthly services charges and not taking full advantage of mobile and 
agency/beyond-brick-and-mortar banking premises. Interest earned on deposits is 
still unattractive, especially when compared to the bank charges. If more SMEs open 
accounts and save/do their transactions through the banking system they would 
build a track record with the banks and make it easier to access other services like 
business loans.  
A number of banks indicated that it is not that they do not get SMEs approaching 
them for products and services, but rather that there are many banks chasing a few 
good SME clients.  
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Further, the Zimbabwean macroeconomic environment is fragile and the business 
environment harsh. In line with established authors’ observations, SMEs are the 
most vulnerable when the conditions for business deteriorate as they are the first to 
suffer and suffer the most (Beck et al., 2008). To hedge against this most banks 
seem to have a preference for value chain financing. Here the lending bank only 
lends where a big corporate client is involved as a buyer of some product or service 
from the SME and the bank can ‘ring-fence’ the cash-flows and ensure repayment of 
their loans. 
As things stand the banks are still very nervous about lending to fully stand-alone 
SMEs. For example, a number of SMEs were engaged in importing a number of raw, 
semi-finished and finished materials when, without prior warning, government 
introduced new forex control measures. The government went further to restrict 
imports, through the Statutory Instrument (SI) 160 of 2016. One bank stated that (as 
a bank) ‘we can't be confident that for an SME with revenue less than 5 million it will 
still be working the next 12 months.’ 
Table 4.5: How are services and products marketed? 
<Internals\\Bank 1> - § 1 reference coded  [3.49% Coverage] 
Reference 1 - 3.49% Coverage 
“marketing campaign, team of relationship managers, business customer advisors” 
<Internals\\Bank 2> - § 2 references coded  [4.80% Coverage] 
Reference 2 - 4.80% Coverage 
Target specific value chain associations (pre assessed farmers). 
<Internals\\Bank 3> - § 1 reference coded  [21.56% Coverage] 
Reference 1 - 21.56% Coverage 
send flyers through client database  
<Internals\\Bank 4> - § 2 references coded  [41.19% Coverage] 
Reference 1 - 16.51% Coverage 
We reach them through our branch databases. 
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Reference 2 - 24.68% Coverage 
 Press, SMEs events exhibit, walk-in customers, cold calling.  
<Internals\\Bank 5> - § 1 reference coded  [11.45% Coverage] 
Reference 1 - 11.45% Coverage 
Don’t do the above the line advertising, pamphlets and word of mouth. 
<Internals\\Bank 6> - § 1 reference coded  [20.91% Coverage] 
Reference 1 - 20.91% Coverage 
We target the clients in the supply chain 
<Internals\\Bank 7> - § 4 references coded  [52.56% Coverage] 
Reference 1 - 52.56% Coverage 
we go around the country talking to SMEs 
Reference 2 - 52.56% Coverage 
 banking agents , maybe retail business  
Source: Author/Feedback from Research Interviews 
In short, banks market their SME products and services through the following:  
a) doing marketing campaigns and outreaches,  
b) sending fliers to clients already on their databases and providing pamphlets, 
c) through their relationship management teams and banking agents,  
d) via print and electronic media,  
e) presentations at SME and other events,  
f) through value chains and business member organisations,  
g) Cold calling, word of mouth and walk-in clients. 
4.2.4 Challenges Faced by Banks in Financing SMEs 
Figure 4.2 below show a tree diagram on phrases linked to the word “challenges”, 
some phrases are pointing to the generality of the challenges faced by banks’ 
lending to SMEs. Another phrase speaks about challenges associated with lending 
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to SMEs. The tree diagram also highlights that there are challenges which result in 
SMEs application being rejected. 
 
Source: Author/Feedback from Research Interviews 
Figure 4.3: General phrases linked to the word “challenges”- faced 
by banks’ lending to SMEs 
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Table 4.6: Bank perceptions on lending to SMEs 
 
Source: Author/Feedback from Research Interviews 
Table 4.6 above shows bank perceptions on lending to SMEs: Nodes (parent nodes 
and child nodes) are containers or themes of perceptions, at times they are broken 
into sub-themes called child nodes. Sources in this case interviewed banks or 
respondents, whilst references are the number of times each perception is 
mentioned in all the interviews. About seven sources mentioned that the lending 
trend decreased over the past years whilst only three said that the trend increased. 
Six sources gave reasons of the decrease in the trend against 4 sourcing arguing 
that the trend increased. 
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These mixed reactions or responses are understandable and in line with general 
performance in the overall economy. There was optimism in the economy at the 
adoption of the multi-currency regime – 2008/9. The trend continued up to 2011/12. 
Between 2009 and 2011, the loans to deposit ratio fell from 49.5% to close in 2011 
at 84.8%. From then it has been tapering off to close in 2015 at 68.8% (RBZ 
Monetary Policy Statement, January 2016). The business environment has been 
deteriorating with the economy retreating in line with the deteriorating economic 
environment. 
4.2.4.1 The influence of lending infrastructure 
The lending infrastructure is the information, legal, judicial, bankruptcy, tax and 
(Central Bank) regulatory environment. Table 4.6 above shows that six sources and 
17 references mentioned the negative impact of the lending infrastructure whilst four 
sources and six references mentioned a positive impact. According to the research, 
the lending infrastructure is perceived to exert a strong influence on how stringent 
the funding criteria are that are used by the banks. It had the highest Pearson 
Coefficient of 0.38. 
a) The information environment:  
Research discovered that a number of banks feel that there is just inadequate 
credible information on the operations of SMEs. Banks complain SMEs are poor in 
record keeping, lack of supportive structures like the credit information registry, low 
or no banking track record, and a generally uncertain environment.  
Banks stated that in a number of instances SMEs approach banks without proper, 
verifiable records or books of accounts. In other cases SMEs hire a professional to 
prepare their records and it is common to find that the entrepreneur cannot explain 
the figures therein. It is also difficult to vouch for these figures where they have not 
been audited by a professional audit firm. A banker explained ‘...if you have a bank 
statement I can actually see a lot of things from that bank statement for example who 
is paying you, who your suppliers are even sometimes how you are spending your 
money.’ 
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This can also be compounded by the low number of SMEs with active bank 
accounts. Banks indicate that when the macroeconomic volatility touches on the 
financial sector, SMEs are quick to stop taking their cash business takings to the 
bank. In doing so, their operations become murky and difficult to trace. The fact that 
there is no credit information registry in Zimbabwe does not make the information 
environment any better.  
This breeds mistrust between the bank and SME clients. A number stated that they 
do not have any assurance that the SMEs will not divert the bank loan to other uses, 
or renege on their loan repayments, or abuse the bank facilities, like overdrafts, in 
one way or another.  
As a result banks offer products and services that protect them against risks 
presented by this information asymmetry: 
h) Value chain financing, with provisions for ring-fencing the cash flows through 
the corporate client leading the supply chain. The banks insist on the 
corporate client, buying services and/or products to pay through the SME 
account with the bank. Then, the bank automatically deducts what is due to it. 
This may be in the form of an order financing facility or giving a loan to an off-
taker who contracts the SME for specified services and/ or products. For 
example, an agro-marketer doing contract farming with a number of small to 
medium holder farmers. It is usually for local or export markets. 
i) Closely monitored overdraft facilities. All withdrawal transactions on the SME 
overdraft facility require bank management approval. This happens until the 
bank is satisfied with the SME client’s track record. 
Other banks have developed products and services that improve availability of 
information among their SME clients. Examples include mobile money transfer 
facilities, mobile applications (apps) that can generate basic financial statements and 
partnering with business development services providers. 
The Central Bank, in conjunction with banks, encourages financial inclusion through 
appropriate policy interventions. They also reduced KYC requirements, for example, 
63 
‘no frills’ basic accounts, and lowering bank charges especially for entry level 
services. 
(b) Legal, judicial and bankruptcy environment 
There were mixed reactions relating to these elements of the lending infrastructure. 
Generally, banks had no major issues with the relevant laws of the country. However 
there were a few banks that felt that there were inconsistencies in the application of 
the law across different players in the economy. Some banks felt that the 
environment was such that it is difficult to liquidate collateral in cases of default. The 
process is onerous, lengthy and disproportionately costly. Add the volatility in the 
property markets, then the market value of the assets pledged as security might not 
be realised.  
A number felt that the indigenisation law was not a big issue when extending credit 
to SMEs, in fact, it works in their favour. The Zimbabwean indigenisation law 
requires that foreign owned businesses cede at least 51% of their shareholding to 
indigenous people. However, one bank noted that there is a symbiotic relationship 
between businesses of different sizes. For example, in an environment where there 
is macroeconomic volatility and SME information asymmetry, banks use big 
corporations as a conduit to lend to SMEs. Therefore anything that hurts the 
operations of large business is likely to indirectly hurt SMEs too. Besides, in many 
instances SMEs are vendors of big corporations. 
c) The tax environment:  
Some banks felt that the tax environment is retrogressive. It provides no incentives 
for banks that extend credit to the SMEs. Further, some banks felt that the tax 
regime is harsh and just too high for SMEs driving them aware from the banks, and 
into obscurity, where they can avoid the tax compliance burden. However, informality 
makes it difficult for banks to deal with SMEs. 
d) The regulatory environment:  
A number of banks felt that the regulatory environment was good and supportive to 
banks that lend to the SME sector. However, other banks felt that there are some 
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inconsistencies in RBZ policies relating to SMEs and their regulatory requirements. 
For example, the Central Bank gave banks targets for credit to SMEs, including a 
policy on financial inclusion, but their requirements on KYC, bank prudential 
requirements targets remain the same and constraining to lending to SMEs. 
The Reserve Bank of Zimbabwe’s definition of SMEs is too broad resulting in lack of 
policy focus and confusing supervision. This also affects data gathering and tracking 
on SME access to bank credit. ‘.., the approach of the Central Bank to try and cover 
the whole spectrum: it doesn't work. They want banks to cover from micro-finance 
kind of deal to SMEs - it doesn't work.’ were the sentiments from a respondent who 
is an international banker. Microenterprises’ credit requirements are particularly 
different from that of small and medium enterprises. 
The other issue that came out very strongly as part of the broader macroeconomic 
environment is the regulatory and policy inconsistency. Banks carry the risk of 
lending to SMEs on the basis of opportunities presented by a certain macroeconomic 
environment. However, when the policies change overnight and without warning, it 
leaves the banks exposed to greater risk. The SMEs are particularly vulnerable to 
macroeconomic changes. For example, the Government of Zimbabwe tightened 
foreign exchange controls in February 2016. According to one banker ‘...one of the 
things that RBZ came up with was that paying for university education was more [of 
a] priority than buying raw materials for someone who doesn’t generate cash so in 
that instance what it means is that a university student was better than an SME.’  
Still related to that statement, in 2016 the Government promulgated the Statutory 
Instrument (SI) 160 of 2016, which restricted imports on certain lines of products. 
The SMEs that were importing products included on the list were left in dire straits. 
Speaking of the time when the liquidity situation worsened and the Government 
introduced a quasi-currency, the bond note, an SME banker, evidently frustrated, 
said ‘...liquidity risk caused a lot of problems and SMEs being vulnerable to the 
market they stopped banking so that profile lending got distorted so any one who 
was generating cash stopped bringing it in, anyone who had cash in the bank 
certainly pulled it out. So things were not normal. Yah! ’ 
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4.2.4.2 The influence of financial institutional structure 
The financial institutional structure is the presence of and competition among 
different types of financial institutions within the economy. All things being equal, a 
higher number and mix of financial institutions increases competition, widens the 
lending technology and results in more credit, and at competitive terms, to small and 
large businesses. However, big foreign banks may be risk averse, and only serve 
large TNCs and not national SMEs. Further, in highly competitive environments, 
fewer banks have time to invest in relationships to obtain ‘soft’ information about 
their SME clients to leap-frog the challenge of opaqueness. (Berger et al., 2005(b) 
and Petersen and Rajan, 2002, both cited in Thampy, 2010). 
Table 4.6 shows that 5 sources and 10 references mentioned a negative impact of 
organisation structure whilst 6 sources and 9 references mentioned a positive 
impact.  
All banks, local, regional and international, felt that they were best positioned to 
serve the SME sector. Their status as national, regional or international banks was 
not a hindrance, but rather an advantage. National banks maintained that they serve 
SMEs from domestically mobilised savings. Should they exhaust these funds, they 
have recourse to regional facilities like the PTA. They also felt that their internal 
policies were more aligned with the national requirements, making it easier for them 
to serve the sector. Another local bank stated that they are more agile and flexible in 
their decision making since they do not report to any regional or international 
headquarters. 
The regional and international banks, on the other hand, felt that they have a head 
start in serving SMEs. They have access to funding from their mother bank, should 
there be need to access more funds. They also benefit from a network of other 
similar bank experiences, both regionally and internationally. That way they learn 
from their counterparts in other jurisdictions and know what to avoid and where the 
key success factors lie. One relationship manager with an international bank said 
‘...we have a lot of precedence and experience to leverage in other countries so we 
66 
know how SMEs moved to billion companies in Singapore because ... was there, so 
the institutional memory is there.’ 
One international bank has operations in South Africa, Botswana, Kenya and 
Mauritius from where they draw some lessons through exchanging notes with 
colleagues and having staff temporary assignment placement programs. The relation 
manager said, ‘...there is a lot to leverage on, a-a-a-h, we know that BEE was a 
somewhat mixed bag of success in South Africa because ... is there in South Africa. 
So it gives us a sense of how indigenisation will pan out. A-a-a-h, we know that 
SMEs generally are troublesome to lend to because we have lost money in Kenya so 
all those things, I think, gives us an advantage.’ 
However, as noted by other authors and one interviewed bank, Zimbabwe banks are 
chasing a few good SME clients and to date have not invested much in relationship 
building. Consideration also has to be made to the fact that most banks are just 
finding their feet in SME financing after the topsy-turvy Zimbabwean dollar era, and 
SMEs are staying away from banks, which makes it difficult to build closer 
relationships. Rather, the scenario leans towards arm’s length lending relationships 
which require hard information. It can also be noted that there is general preference 
for large, stable corporations – however this is applied by all banks across the 
spectrum. The motivation is the volatile macroeconomic environment, rather than 
just camaraderie among international corporations. 
Overall, the financial institutional structure does not seem to exert much influence on 
the flow of bank credit to SMEs. The influence of financial institutional structure on 
the level of bank lending to SMEs has a Pearson Coefficient of 0.06. Interesting, at 
0.08, neither does the financial institutional structure have a strong influence on how 
stringent the funding criteria are. 
4.2.4.3 Stringent funding criteria perceptions 
Table 4.7 show that most sources (6) cited by the SMEs that commercial banks are 
stringent is not really a fair view; on the other hand a few sources (2) cited that it is a 
fair view. 
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A number of banks felt that the perception that bank requirements are too stringent is 
borne out of ignorance about the role of banks. ‘There is more that we need to do to 
make SMEs understand how commercial banks operate and at which stage of 
business life cycle does commercial banks come in .... commercial banks are not 
structured to finance start-ups .... venture capitalists (are)’. ‘You need capital funding 
you go to a venture capitalist, ya-a-a, if you need commercial loan working capital 
you go to a commercial bank ... they will be looking for someone to fund an idea and 
commercial banks don't fund ideas,’ was the contribution of another banker. 
Another respondent was of the opinion that SMEs must be trained on 
entrepreneurship before they venture into business. His take was that many SMEs 
lack strong corporate principles. They are used to receiving donor funds, government 
loans and not paying back. A number of SMEs come on board expecting a ‘free ride’. 
4.2.4.4 Correlations between themes or nodes 
Table 4.7: Thematic correlations 
Node A Node B 
Pearson 
correlation 
coefficient 
lending technologies stringent funding criterion 0.21 
Influence of the financial 
institutional structure 
lending technologies 
0.12 
Influence of the financial 
institutional structure 
stringent funding criterion 
0.08 
influence of lending infrastructure stringent funding criterion 0.38* 
influence of lending infrastructure lending technologies 0.24 
influence of lending infrastructure Influence of the financial 
institutional structure 
0.16 
current level of bank lending lending technologies 0.28* 
current level of bank lending stringent funding criterion 0.19 
current level of bank lending influence of lending 
infrastructure 
0.17 
current level of bank lending Influence of the financial 
institutional structure 
0.06 
*medium positive correlations 
Source: Author/Feedback from Research Interviews 
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Table 4.7 above show weak (r=<0.3) and medium (r=0.3 to 0.5) positive correlations 
between themes (nodes).  
There is a medium positive correlation between current level of bank lending and 
lending technologies, r=0.28, thus the number of SMEs financed by banks depends 
on available lending services and products. If banks are not bringing any services 
and products needed by SMEs they will simply have them on the shelf. 
There is a medium positive correlation between the lending infrastructure and being 
stringent on the funding criterion by banks, r=0.38, thus the lending infrastructure is 
not friendly towards SME lending. 
4.2.5 Summary 
All the banks interviewed had a dedicated SME unit. They had SME portfolios 
ranging from 3% on the lower end to 45% on the upper, expressed as a percentage 
of total bank’s loan portfolio. Banks offer more or less the same products as offered 
to other clients, including using the same criteria for screening. Even though, a 
number of banks have established dedicated SME units, evidently they are still an 
appendage to the corporate portfolio. This the banks do, ostensibly, to hedge their 
loan portfolio against risks given the volatile macroeconomic environment in 
Zimbabwe. The research shows that banks mainly engage in targeted marketing of 
products and services, for example, through their client data bases and selected 
value chains.  
Most of the banks’ challenges in lending to the SMEs in Harare, Zimbabwe, relate to 
the lending infrastructure in the country. There are of course other challenges which 
have to do with the financial institutional structure and the lending technologies they 
pursue in serving their clients. The aspects that particularly stand out relate to the 
banks’ lack of expertise in SME banking, information asymmetry, the legal-policy-
regulatory inconsistencies, tough economic environment and a generally unfriendly 
business environment.  
Figure 4.3 show nodes (parental node) and sub nodes (child nodes within parent 
nodes). The area covered by a sub node is proportional to the number of sources. 
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Figure 4.1 is an alternative visual presentation of information in table 4.1 described 
above. 
 
Source: Author/Feedback from Research Interviews 
Figure 4.4: Hierarchy chart of nodes 
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CHAPTER FIVE 
CONCLUSIONS AND RECOMMENDATIONS 
5.1 INTRODUCTION 
The previous chapter presented findings of the research study and the discussion 
thereof. The research confirmed that banks’ lending to SMEs is low. The chapter 
also explored ways in which the lending technology, financial institutional 
infrastructure and lending infrastructure may present barriers to banks’ lending to 
SMEs. This chapter opens with an introduction, then overlays it with a summary and 
overview of the research. It then looks at some of the shortcomings of this research, 
coupled with suggestions for further research. The chapter concludes by presenting 
the salient messages of the research and caps off the research report with some 
recommendations. 
5.2 SUMMARY AND OVERVIEW OF RESEARCH 
The research set out to determine what challenges banks in Harare, Zimbabwe face 
in extending credit to SMEs. Naturally, the research’s aim was to culminate in a 
battery of recommendations that can be considered to accentuate the flow of bank 
credit to SMEs. In order to do so the research set out the following objectives: 
a) To determine how significant SME financing is to the Zimbabwean banks 
b) To establish what strategies and lending technologies (product and service 
range) are available and pursued by Zimbabwean banks to lend to SMEs 
c) To find out what are the main barriers banks face in trying to extend credit to 
the SMEs in Zimbabwe. 
Chapter 1 set out the foundation of the research by laying out the rationale, exploring 
the research problem and the concomitant questions thereof. The chapter also 
identified the aim and objectives, as well as, demarcating its scope and scale.  The 
chapter concluded by laying out the structure of the study. 
Chapter 2 gathered and interrogated literature relevant to bank SME lending. 
Therein the key concepts dealt with in this research were defined, and key bank 
SME financing theories spelt out. The chapter concluded by an exploration of some 
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SME bank financing theories across the globe: starting with a global perspective, the 
BRICS, the Sub Saharan Africa and finally taking a deep dive on the Zimbabwean 
experiences. 
Chapter 3 spelt out the research methodology. It gives an outline of how the 
research was designed, and how the research was conducted, including identifying 
the sample population. It also looks at how data was collected, and analysed. The 
chapter closes with a look at how the research ensured that its findings were valid 
and reliable. 
Chapter 4 reveals the findings from the research. It ties back with the research 
questions identified at the outset. It employs the data gathered and analysed to 
respond to the research questions: 
a) What is the level of SME financing by banks in Zimbabwe? 
a) What are the lending strategies and technologies pursued by the banks to 
meet the needs of the SMEs in Harare? 
b) What are the challenges/barriers faced by the banks in extending credit to the 
Small and Medium sized Enterprises (SMEs) in Harare? 
5..3 CONCLUSIONS 
The Zimbabwean banks have a keen interest in lending to SMEs. This is 
demonstrated by the existence of SME Units and dedicated SME relationship 
bankers; and tailor-made SME products and marketing or outreach efforts to the 
SME sector. For a number of banks, the SME portfolio is still relatively small – as low 
as 3 to 5% for the majority of banks, and as high as 45% for only a few others. The 
Government and the Central Bank, in its various policy announcements, express a 
desire to see more bank credit flow to the SMEs sector. However banks face the 
following challenges: 
 
 
 
72 
Lending technology related: 
a) Low domestic savings mobilisation - there is low culture of savings and most 
of bank deposits are short term and difficult for banks to convert to medium or 
long term facilities; 
b) Lack of SME lending expertise - this is reflected in banks cascading the same 
menu as that offered to corporate clients to SMEs and carte blanche risk 
management approaches. Despite that they have had SME units before, as of 
now, for most banks the slate is clean. The organisational memory has been 
lost and the majority of banks are building anew. 
Lending infrastructure related: 
c) Harsh business environment – Zimbabwe’s environment is not supportive to 
business, and is even tougher for SMEs. The SMEs are generally a high risk 
proposal.  
d) Information asymmetry – the Zimbabwean SMEs are weak in record keeping 
and the environment is not supportive to disclosure. Banks have to leverage 
on what they know to hedge against the unknown. In this case, the known is 
the corporate clients on the banks’ books, while the unknown are the SMEs. 
e) Policy & legal inconsistencies - knee jerk and stop-go policies and directives 
are hurtful to business, and SMEs are particularly vulnerable to an adverse 
business environment. For the banks, lending to SMEs heightens their risk 
exposure. It’s worse when the economic fundamentals are weak and the 
policy environment uncertain. This also dampens the bank’s appetite for risk 
and creativity/innovation. 
f) Low financial literacy levels, low entrepreneurial skills and poor business 
culture among SMEs.  
Financial Institutional structure related: 
g) A competitive environment – there are a number of banks that are vying for a 
few good, transparent and credit worthy SMEs. The majority of SMEs operate 
informally and banks simply do not have a mechanism for dealing with them. 
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h) Underdeveloped financial industry – the financial industry is still lacking in 
other forms of financial intermediation. This places an unfair demand on 
banks, for example, to provide venture capital when they are designed to 
handle working capital. In some economies, where venture capital markets 
are better developed, it provides a good bridge for start-ups so that by the 
time they approach the banks they would be ready for bank products and 
services. 
5.4 RECOMMENDATIONS: 
a) Banks should improve their expertise in SME banking, including SME 
specific risk management and SME relationship management. 
Essentially, banks have to invest more in relationship building with the SMEs 
sector. This may start with banks doing market research of the sector, 
participating in SME member organization activities, SME Market Fairs, and 
attending SME business member organization meetings. Based on the 
information gathered, then designing products and services (lending 
technologies) best suited to serve the needs of the SME sector. This may 
entail lowering the requirements for SME opening bank accounts and 
transacting through the bank, including the KYC. Of course, this will also 
involve the Reserve Bank of Zimbabwe (RBZ). The introduction of basic ‘no 
frills’ bank accounts are a good entry point for SMEs. Banks also need to 
sharpen their skills in assessing and managing the SME credit risk.   Banks 
will also need to up their game in obtaining ‘soft’ and informal information 
about the operations of the SME businesses. Relationship managers, 
dedicated to SME units, can create a platform for the bank to get such 
information. 
b) Banking sector and business stakeholders should do more to improve 
access to or availability of information on SME businesses. This relates 
to hard information necessary for banks to make more informed decisions 
about the credit standing of various SMEs. Efforts by the banking 
stakeholders to create such structures as the Credit Information Registry, and 
the Collateral Registry are recommendable steps, but more can still be done. 
For example, SME credit scoring can make available more credit information, 
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specifically on SMEs. The Government can make it easier for SMEs to 
register, for example by designing and issuing SME certificates and not the 
onerous company registration. Formally registered SMEs are easier to 
administer, monitor and document. 
c) The Central Bank and the banks should continue to work together on 
implementing the Financial Inclusion Strategy. Financial inclusion would, 
among other things, ensure more SMEs open and operate bank accounts. 
This will in turn improve relations between the banks and SMEs. The SMEs 
would also develop a bank track record, which can strengthen their loan 
applications. Banks would have a chance to view the SME’s cash flows and 
have an opportunity to lend on the basis of cash flows, rather than collateral. 
Lending on the basis of healthy cash flows ensures that the banks have a 
vested interest in the success of the business, since their repayment is 
predicated upon it. The banks are more inclined to go the extra mile, including 
offering the SME business mentoring, offering business development services 
(BDS), and encouraging formalization not only of the business, but also its 
operations. The banks which lend on the basis of collateral are more inclined 
to relax banking on that in the worst case scenario; they can fall back on the 
security. 
d) Governing authorities, the Central Bank and the relevant government 
ministries should take a lead in bringing convergence on the definition 
of SMEs. The Central Bank has a regulatory and supervisory role over banks, 
including their lending activities. In the 2016, the RBZ set targets for bank 
lending to SMEs. However, as long as it is not clear or there is no harmony 
with respect to what exactly is defined as an SME, it would almost be 
impossible to monitor. For example, it is easy for each bank to apply its own 
convenient definition of an SME. Clearly defining which businesses are SMEs 
would also help in crafting SME lending policies. Where there are credit 
supply gaps it would be possible to devise other means, even beyond the 
banks. ,. 
e) The Government of Zimbabwe should work more on achieving policy 
consistence, and generally improving the ease of doing business. This 
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would do a lot to reduce the risk faced by SMEs and hence increase access 
to cheaper funding from banks. Banks, primarily, lend on the basis of 
expected cash flows, that is, how well the business is expected to perform. 
Consistent policies pronouncements help predict this, while improved 
conditions of business help assure it.  
f) Government should come up with alternative sources of funding for 
‘green fields’ and start up SMEs, and encourage venture capital so that 
banks would deal with SMEs who are looking for commercial funding. 
This recommendation is motivated by the unfair expectation that banks should 
fund start-ups and ‘greenfield’ businesses. This is brought about by that the 
financial sector is still underdeveloped and so the banks are expected to 
provide financing for the big and sundry. Developing or encouraging other 
sources of funding, removes that burden from banks and they can focus on 
and perform well their co-business – meeting working capital requirements. 
g) The Government, working through the Ministry of Small and Medium 
Enterprises and Cooperatives, and SMEDCO should do more in terms of 
providing training for SMEs, and providing Business Development 
Services (BDS), before pushing the access to credit agenda. The 
Government should do more to shoulder the social costs occasioned by the 
existence and operation of SMEs, mainly due to their social welfare and 
developmental importance. Business development services can be both an 
enabler and a complement to bank credit. Examples of such successful 
government support mechanisms can be seen in Japan, in what they term 
‘enhancement of capital’. 
5.5 Short comings of the study and further research 
The study was limited only to bank SME financing in Harare, Zimbabwe and 
therefore its findings cannot be generalized. There is scope for taking the study to 
other parts of the country. This would reveal more information, for example, on 
the impact of geographic dispersion on availability of bank credit to SMEs. 
Further, the research was only limited to bank financing for SMEs, and did not 
explore other possible sources for financing for SMEs. This was strength in that it 
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kept the research very focused. However, going beyond the banks could have 
uncovered other innovative sources of SME finance. Again, making banks, the 
regulatory authorities, the relevant government departments and the SME 
members themselves, respondents, could have provided for a more 
comprehensive study with wider scope for triangulating the findings. However this 
research did not have enough financial and time capacity to engage in such a 
wide ranging research study. Literature reveals that low bank financing for SMEs 
is not restricted to Harare or even Zimbabwe, but is a worldwide phenomenon. Of 
course the magnitude varies from country to country or region to region. 
Therefore such study can be carried at a regional/economic block level, resulting 
in good recommendations, for example, within COMESA.  Naturally, banks are 
warry of releasing proprietary information. However with greater clarity of SMEs 
and SME policies in Zimbabwe, there is scope for the Central Bank doing more in 
supervising bank lending to SMEs and gathering relevant SME lending 
information consistently, regularly and accurately. 
Given the above constraints, the following are suggestions for further study worth 
considering: 
a) Conduct a research that encompasses other possible sources of SME 
financing, not just limited to bank financing 
b) Carrying out a similar but wider research on bank financing, approaching it 
from the demand side, with SMEs as respondents. This would be different 
from other studies because the starting point would be the findings from the 
current and similar studies which took the supply side approach. 
c) There is scope for expanding the definition of bank to also include the Micro 
Finance Institutions (MFI) as these are the emerging micro finance banks. 
d) A similar research study can also be carried out in a country with a more 
stable economy because the Zimbabwean economic context present some 
extreme settings for such a research, which can further curtail the wide 
application of the study’s findings.  
e) Conduct the same study in other parts of Zimbabwe and the SADC countries 
to achieve policy harmony and enhance regional integration and cooperation 
on SME issues. 
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Annexure 1: Cover Letter and Interview Questions for Banks 
 
 
Dear Sir/Madam, 
RE: Request for an interview on The Challenges of Banks in Financing SMEs 
in Harare, Zimbabwe 
I am a studying for a Master of Philosophy in Development Finance with the Nelson 
Mandela Metropolitan University (NMMU) in Port Elizabeth, South Africa. I am 
currently carrying out a research to determine challenges faced by banks in 
extending credit to the small and medium sized enterprises (SMEs) in Harare, 
Zimbabwe.  
I would be grateful if you can spare me 30 minutes of your time for an interview. The 
survey covers all the 18 banks in Zimbabwe. Your responses will be collated and no 
specific issues will be attributed to any specific respondent, either in their personal 
capacity or as an institution and no bank will be mentioned by name. The report is 
purely for academic purposes and will not be forwarded to any monetary or other 
regulatory authorities. 
I would be extremely grateful for your time investment in this, and please feel free to 
contact me on +263776446203 or dmsimanga@gmail.com or 
S215357213@nmmu.ac.za. 
Yours sincerely, 
 
Dumisile Msimanga (S215357213) 
Nelson Mandela Metropolitan University (NMMU) 
South Campus 
Summerstrand 
Port Elizabeth 6031 
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Republic of South Africa. 
Research Questions 
Names  
Position  
Institution Name  
Address or Contact Details   
Email Address  
 
1. What is the current level of bank lending to Small and Medium sized Enterprises 
(SMEs) expressed as a percentage of your total loan book? (How has it changed 
in the last 10 years?) 
2. What are some of the financial products/services that the bank offers to small 
and medium sized enterprises (SMEs)? (How are they marketed?) 
3. How does the lending infrastructure (laws, property rights, taxes, regulatory 
requirements) affect your ability to lend to the SMEs sector? 
4. How does the structure of your organization (local, regional or international bank; 
type of licence held) affect your ability to lend to the SME sector? 
Influence on Credit Application Yes No – explanation 
Formal or Informal  
Financial statements  
Source of repayment  
Purpose of Loan  
Business ability/product  
Managerial Competence  
Third-Party Reference  
Size of business  
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Capacity  
Character of Borrower  
Business conditions/Environment  
Collateral  
Capital Invested in Business  
Past conduct of SMEs banking account  
Credit Record  
Industry Risk  
Competition in the Industry  
Internal Credit Policies  
Legislation – Property Rights, Competence 
& Independence of Judiciary System 
 
Bank Regulatory Requirements  
Other: Explain   
Source: Adapted from Yalezo, B., 2013. Unpublished Masters Level Treatise 
 
5. The commercial banks are often alleged to be using a stringent funding criterion 
which is not favourable for the development of SMEs, is this a fair view by 
SMEs? 
.......................................................................................................................................
.......................................................................................................................... 
 
Thank you for your assistance in this research process. 
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Annexure 2: Cover Letter and Interview Questions for SMEDCO and SMEAZ 
 
 
 
Dear Sir/Madam, 
RE: Request for an interview on The Challenges of Banks in Financing SMEs 
in Harare, Zimbabwe 
I am a studying for a Master of Philosophy in Development Finance with the Nelson 
Mandela Metropolitan University (NMMU) in Port Elizabeth, South Africa. I am 
currently carrying out a research to determine challenges faced by banks in 
extending credit to the small and medium sized enterprises (SMEs) in Harare, 
Zimbabwe.  
I would be grateful if you can spare me 30 minutes of your time for an interview. The 
survey covers all the 18 banks in Zimbabwe and this interview is for triangulating the 
information obtained from the bank respondents. The research report will be purely 
for academic purposes and will not be forwarded to any monetary or other regulatory 
authorities. 
I would be extremely grateful for your time investment in this, and please feel free to 
contact me on +263776446203 or dmsimanga@gmail.com or 
S215357213@nmmu.ac.za. 
Yours sincerely, 
Dumisile Msimanga (S215357213) 
Nelson Mandela Metropolitan University (NMMU) 
South Campus 
Summerstrand 
Port Elizabeth 6031 
Republic of South Africa. 
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Research Questions 
Names  
Position  
Institution Name  
Address or Contact Details   
Email Address  
 
1. How does your organisation define an SME? 
2. How has bank lending to SMEs changed in the last 10 years? 
3. What are some of the financial products/services that the bank offers to small 
and medium sized enterprises (SMEs)? (How do they differ from other e.g. 
corporate? – tenure, interest rates, collateral requirements? ; How are they 
marketed?) 
4. What are some of the most common reasons for an SME being denied a loan by 
a bank? 
5. How does the size and registration status of an SME affect its chances of 
accessing a bank loan? 
6. Banks sometimes complain that many SMEs approach banks requesting for 
venture capital that is funding for unproven ideas, instead of commercial, that is 
brining proven ideas to scale. What’s your comment? 
 
 
Thank you for your assistance in this research process. 
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Annexure 3: Sample Bank Interview Response (7 minutes of 49 minutes) 
Name: Internals\\Bank A_Intl 
 
Created:  1/10/2017 5:28:00 PM  
Created By:  NG  
Modified:  1/17/2017 7:18:18 AM  
Modified By:  NG  
Stored in file:  E:\Dumi Development finance\Interviews_Digital\Bank 
A_Intl.m4a  
Format:  M4A  
Duration:  49:31.3  
Size:  44 MB  
Transcript Entries:  65  
 
 Timespan 
 
Content 
 
1  A: Because there is high risk? 
 
2  B: No, 
 
3 0:00.0 - 
0:18.9 
A: Q1-What is the current level of bank lending to Small and Medium 
sized Enterprises (SMEs) expressed as a percentage of your total loan 
book? 
 
4 0:18.9 - 
1:09.5 
B: So as the percentage of the total book which include retail lending and 
corporate lending it’s just about 5% and these are limits, then for that 5% 
it has utilization number attached to it, you can assume a 100% utilization 
for SMEs because most of the times when they are looking for the money 
they will be needing it unlike the corporate loan book utilization which 
can be as low as 10%, 20% on overdraft 30%.  
 
5 1:10.6 - 
1:11.0 
A: So would it be just the facility? 
 
6 1:10.9 - 
1:46.5 
B: So you give some 100 000 (USD) in SME you are rest assured that most 
of the time 90% will be used but among corporate clients the average 
utilization is about 60%.So what it means is that number, the 5% can be 
higher in terms of utilization, so what it means is contribution of SMEs to 
the assert book and to the risk and interest income is higher for 2 
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reasons: 1.there is higher utilization and 2. the interest rates are 
generally higher 
 
7 1:46.4 - 
1:56.4 
A: So when taking that into account, can you up it? 
 
8 1:56.3 - 
2:29.2 
B:Our strategy this year is for the SME loan book to move to about 15% 
by December(2016),we have mechanisms in place to start moving that 
direction we have highly innovative structures which some have  back 
pocket type of security and some asset fixed 
 
9 2:30.2 - 
2:34.7 
A: Do you mind shifting to question number 2? 
 
10 2:36.7 - 
3:35.3 
B: Yes, but may be before we proceed we would like to talk about the last 
10 years, so as an institution the last 10 years starting from 2006, our 
SME loan book was very strong but its percentage contribution would 
have been around 5% as well because our corporate loan book was also 
big but our influence in the market was bigger. At that point in time we 
could fund SMEs up to 3 year loans for capital equipment but then it 
changed significantly after dollarization where we stopped lending 
entirely as bank be it corporate lending, individual lending or whoever we 
didn't do that between 2009 and 2012. So we started lending to 
corporate clients in 2012 so we started with high lending corporate 
clients with minimum risk and very low risk I think the book by then was 
20 million its available in our financials that’s public information. The 
total book for the bank was 20 million but we have ramped it up to about 
200 million now 
 
11 3:37.2 - 
3:37.3 
A: By 2016, 200 million as total? 
 
12 3:38.1 - 
3:43.5 
B: by 2016, yes as total 
 
13 3:45.8 - 
3:50.4 
A:For 2009 to 2012 did you stop lending all together or only for the SMEs 
 
14 3:50.3 - 
5:02.1 
B: We stopped lending all together, by 2012 to 2015 we were not lending 
to SMEs so we were not lending say to small and micro. We were lending 
slightly about 0.5% to the Ms which are the medium sized companies but 
we were considering those as corporate. By 2015 we then had strategy 
particularly for the SMEs this is where we ramped up the contribution 
from 0 to 5% and segmented SMEs and we started focusing on them 
strategically so by 2015 June we had started lending but we started with 
the best and the tickets size were slightly big,  around 100 000. By end of 
2015 we had reduced our ticket size to as low as ...the lowest loan that 
we gave out in 2015 was $3000(USD). Now we ...we are now wanting to 
have an exposure as much as 20 million by end of the year 
 
15 5:04.0 - 
5:04.1 
A: Through SMEs? 
 
16 5:08.4 - 
5:17.6 
B :Through SMEs particularly with no one else able to touch that 20 
million so that SMEs should be able to get, it’s not like resources that are 
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going to move to corporate 
 
17 5:18.5 - 
5:35.8 
 A: Q2- So I think on Q1 we are done. What are some of the financial 
products/services that the bank offers to small and medium enterprises 
(SMEs)? (How are they marketed?)  
 
18 5:38.6 - 
6:59.3 
B: So let’s start with the service, so service you have you have your 
normal current account, FX products, and then lending products is usually 
reserved for those who have the time and ability to access those so 
current accounts, FX services, advisory when they come in to bank and to 
enquire how to do something, exchange control is available to every 
SME. The lending products ....maybe before we to lending products let’s 
talk about the non-balance sheet items these will be guarantees , bonds, 
indemnities are all available for SMEs so whatever is available to 
corporate investment begging client is also available to SME it’s just torn 
down. And then the lending products we have all lend products but then 
strategically we will not be giving SMEs money more than 3 years that 
will be difficult for SME to access but any loans that are not after 3 years 
SMEs will be able to access it depends entirely on our risk appetite and 
credit risk processes. 
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